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NOTE

The great changes in social security laws which have taken place in

the United States since World War II and the likelihood of others to take

place in the future make it important to understand what effects these

changes have on the rest of the economy. This study, adapted from the

author's 1967 dissertation at the University of Michigan, focuses on the

macroeconomic aspects of both OASDHI and State Unemployment Insurance. Its

purpose is to assess how changes in contribution rates, the taxable maximum

per employee, and the level of benefits affect the level and stability of

aggregate demand. While the conclusions are the author's own, the findings

have significance both for Social Security Administration research and for

other students of social insurance. We are pleased to present the study as an

ORS Staff Paper. Similar studies employing this technique of analysis give

promise of increasing further our knowledge on how social insurance influences

the economy. The author, for example, is currently working on a study of how

OASDHI affects retirement decisions of older workers.
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CHAPTER I

INTRODUCTION AND CONCLUSIONS

Social insurance programs have been groWing and will continue to

grow in importance in the U. S. aconomy. Contributions for social

insurance, for example, rose from 2.4 percent of GNP in 1947 to 4.3 per-

cent in 1965. Over the same period the percentage of the population

sixty-five and older drawing benefits under Old-Age, SurVivors, Disa-

bility, and Health Insurande ( OASDHI) rose from 6.4 to 52.2. Large

changes such as these are interesting in themselves. They indicate that

ou:. society isAncreasingly iilying on goVernment'programs to proirlde

economic security. The program WhiCh'best illustrates thilivtrendAs

OASDHI. Originally it was &Signed to provide retirement and-Survivor

benefits for most employees in-the nonagricultural, private'sector of

the economy. Since:1950 there haVe-been a number of Major-changes'in

.

the program'Which havebrOadened its coverage in -many ways. Not only'

were more persons (agricultural' anci:stateandjOCal: goVernMentemplOyeet

:and the Self-emOlOyed)broUght Undee-COVerage bilt:ilao'the'acOpeOf the

program was'broadened to give proteCtion against other threata to

economic security. Disabled persons were covered by. the program starting

in 1957 and in 1965 ptoilisions to. Coverithe.hoepital and medical costs_

of the aged were enacted. Although the: expansion in the scope and

'CoVerage:of OASDHI-And, mOra-generallY, Of'Social insurance in the U. S.

.economy is striking and ithOortant We Will. nOtatUdy thie,expansidnIa.
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se but rathra some of its effects, on the rest of the economy.

Our objective in this dissertation is to study some of the macro-

economic effects of social insurance. Changes in programs such as

OASDHI have effects on aggregate demand, costs and'prices, and the labor

supply of older workers.. We will estimate the size of these effects,

In Chapters II and III we examine how social insurance affects aggregate

demand. Chapter II first describes the_way the programs are financed

and, then, the links between this financing and the rest of the economy.

Next in. Chapter III we employ, the University of Michigan Econometric Model

of the U.S. Economy to estimate how much social insurance affects. the

level and stability of aggregate demand in the economy.

We find: (1) Changes in social 4-asurance contributions and

transfer payments of the size of the 1965 Amendments to the Social Secu-

rity Act exert a sizeable effect on real GNP and prices. We estimate

that, provisions of the 1965 act raised' real GNP by $2.7-billion in 1965

but lowered it by $3.6 billion in 1966. (2) Social insurance, espe-

cially the transfer payments of State Unemplbyment Insurance, lends

considerable stability to, demand in the. economy. We estimate that the

presence of social insurance in the economy reduces the impact, or one

year, multiplier of government expenditures on real GNP, from 2.50 to 2.02.

A good discussion.of the major aspects of social insurance pro-
grams,. particularly,OASDHI4 andllow the,.programeihterrelate.can''bejCimir
in: Robert J'...Myere,.SOciat Insurance and Allied Government Programs
(HomeWood,
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CHAPTER II

'SOCIAL 'INSURANCE IN THE U. S. ECONOMY

The purpose of this chapter is twofold: (1) to describe the

,social insurance sector ,of the. U. S. economy; and (2) to show how

social insurance relates to the rest of the economy. In this second

,part we will demonstrate how social Insurance contributions and trans-

fer payments are related to the level and composition of consumer

demands costs of production, and prices.

'Thee 'Social Insurance Sector of the Economy

Thera are in the U. S. economy a number of social insurance pro -

,grams.: .They ,have been instituted .to .protect defined groups of workers

and, in some instances. their dependents as well, from the threats to

economic -security posed by disabling accidencs, unemployment, and old

age.. The. most important of these programs <are 101d -Age, Survivors, Dis-

ability and'Alealth- 'Insurance (OASDHI), State Unemployment .Insurance

t(State .UI) the Federal Employee Retirement' systems:, the:-Railroad

Retirement system, and: retirement systems for State and local government

employees.- 'These. programs all .operate in roughly the same way. -Persons

become. eligible for benefits after. employment. under the program for a pre-

sCribed minimum. -period of t ,While in, employment: the. employer,, as

*a/V:4a the employee,. is required to Make contributions: based on, current

earnings to a speCifiect trust fund. When a Worker.becomeS: eligible

eceitre, 'benefit paymentsfrom:_the program, the' paytnerits are made from
,

3
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the trust fund. Under each program covered employees and employers are

required to make contributions which are the ultimate source co1 the

transfer payments received' by the beneficiaries of the programs. A

large number pay small amounts to insure themselves against a complete

loss of income at some future time because of disability, unemployment,

or old-age.

The annual change in the trust fund of a social insurance program

can be summarized in the following way:

(II-1) TF = TF
-1

SI
r

+ SI
e

+ IY - - Z

where

TF = the size of the program's trust fund :,at the end. of the year

SIr = employer contributions.

SIe = employee contributions.

Iy. = interest income from. the finandial Jassets of the trust fund

X = transfer payments to beneficiaries Of the program

Z .= administrative .expenses

The:: size : of, the trust fund. at a given time is the amount :of assets cur

rent ly. available., to cover future :benefit ..'payments and administrative

expenses. It re Present s- the net amount by which inpaymehts'. (conttibu-..

t ions phis interest - income )..haye exceeded -outpaytents (transfers to

beneficiarie- plus administrative expenses ) since -.the: program was

founded: The trust ,ifund. any :'year when irpayments exceed

out payments .

We .will now
. examine in- more- detail the.; .financial .oper at ions of two

social insurance programs, OASDHI,:and ,State
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1. OASDHI

Equation (II-2) summarizes the trust fund, activities of the entire

OASDHI system.

TF
OA

= TOA + SI(II-2)
OA

+ SI
OA

.SI
OA

SI
OA

+ IY
OA

-1 rp ro e se:

where

OA OA 1
-X Z FI

O
TF

A
= the size at the end ofthe year-of all trust funds

associated with OASDHI. AleforeA.9562thia is'theold-age

and,survivorsinsurance trust fund. For years since 1956:

the disability insurance-trust:fund is.added. The hos-:

pital insurance trust-fund would be added for all years

after '1965.:

OA
SI
rp

= private employer contributions for OASDHI.

SI
0
ro

= State and local ,government and armecrforces contributions

lor:OASDRI.

SIOA = contributions by emplOyeeS of private employers, State'and

localgovernment employees, and armed forces personnel.

SI
Ose A

.32

contributions by self-eMplbYed persons.

OA
X = total OASDHI tranOer payments.

z0A.

FI with the Railroad Retirement account.

Table II71 ,showi.each of the,ilementa in(II-4)'for the years

1950:through:-1965ErtioYer cOntributiOnaare-seParated Into two,

n this chaOterappear-in Appendix Aalcingwith
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categories because the responses of private employers to the necessity

to make contributions are probably much different from those of State

and local governments and the armed forces.

The financial interchange is a special transaction that was first

instituted after railroad employees were brought under OASDHI coverage

in 1957. Its purpose is to place the OASDHI trust funds "in the same

financial position they, would have held if there had never been a

separate Railroad Retirement.program. "2 From Table II-1, columns 7, 9

and 10, we can see that year to,year:changes.in,interest income (IY
OA

),

administrative expenses (ZP)_andthe financial. interchange (FI) are

small, being no more than $.2 billion between any two consecutive years.

Changes in transfer payments and contributions account:for,nearly all of

the annual changes in the size ofthe combinedOASDHItrust fund.

(a)., OASDHI-Transfer.Payments-..

Annual transfer payments from .the OASDHI trust fund, depend on both

the number of beneficiaries. and the size of average monthly benefits.

This can be-statedas:

XPA:=

where

12 AMB9

= annual OASDHI transfer-:payments.

=,;averige monthlybenefiti*of::0ASDHI-beneficiaries

=..the number of monthly OASDHI beneficiaries.

The observed > increase in,OASDHLbenefits im1950:to 184

billion in 1965. (see OOlOn 8 of.Table:II-1):waOlue to Marge increases

obert 4. Myers, Sobial-,InturanCe-And AlliedGoVernment Programs

omewood, Illinois:,:. Ribhard 1965).,A).;75.:

14
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8

in the scope of the program which resulted in large increases in both the

size of average monthly benefits and the number of monthly beneficiaries.

During these 16 years average monthly benefits increased from $26.39 to

$74.34, while the number of monthly beneficiaries increased from 3.01

to 20.25 million persons. (Appendix B-1 shows both of these for the

1950-1965 period.) Average benefits rose rapidly.,in years like 1951,

1953, 1955, 1959, end..1965 when amendments te.the:Social Security Act

increased the size of basic benefits. The number of beneficiaries grew

at even a faster rate in this period, partly becaUge the population of

older people was steadily growingi and partly because legislative amend-

ments eased eligibility requirements, lowered the retirement age, extended

coverage.tO more workers, and brought disabled persons under coverage.

The increase was ,from 3 million persons in 1950 to 20 million in 1965.-

(b) Employer and Employee Contributions to PASDRT:

OA
Employer and employee contributions SIPA in

" e

(II -2)) can be explained by- following form

(II-4)

where

OA
= OPYW

the OASDHI contribution rate

the ratio of takableWageS and salariestO:COvered wages: and

salarieS4 i,. e. taxable pini nontaxable wages: and Ialaties

of eMployeevcoVered

':the ratio of covered wages ancLSAlaries to.all.wagegi-.4nd

salaries. EMtiloyers.and eMployees are,required to make identical

contributions: In APpendikB,,Table-B71; ancflrfor the

priVate non-farm sector of the economy for each of the years 195071965.
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a and Y change when legislation raises contribution, rates and increases

OASDHI coverage among the labor force. The contribution rate was in-

creased a number of times, rising from 1-1/2 percent in 1950 to 3-5/8

percent in 1965. Y in the private non-farm sector of the economy also

increased, but not greatly, because already in 1950 about 90 percent of

Wages and salaries were covered by OASDHI. In recent years it has

stabilized at about 96 percent of all private, non-farm wages and

- ;

13 changes not only with legislation, which periodically has raised

the maximum taxable wages, per covered employee, but also as a result of

the growth in covered wages and salaries. The definition of f3 is

A
TX
OA

salaries.

OAW = wages and salaries taxable under OASDHI
T3C

in.wages,.and salaries .covered by OASDHI

DiViding'the numerator and the 'denominator of (II 5) by covered emploY-

ment 'yields' a second way Of .expressing p

'respectiVe/y., _Singe.' it.: .change : in f3...from one

year to ifie.ikekt ris eclat to the percentage Change in taxable wages less
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ArA
Aft_ C

P -OA -OA
TX W

-1 W
C

-1 C_1

We can see from (II-7) that in order to explain year to year changes in

P we have to explain changes in average covered wages and in average

taxable wages.

Average covered wages continuously rise from one year to the next

but the amount of the increase depends upon changes in the state of

aggregate demand. The long-run increase in average wages is basically

due to the growth of productivity in the economy. When the economy

goes into a recession, however, this temporarily reduces the growth in

average wages below the trend rate of increase. Conversely, when the

economy moves back towards full employment, average wages increase more

rapidly than their long-run trend.

Yearly increases in taxable wages depend upon two factors: changes

in covered wages, and changes in the maximum taxable wages per employee.

The taxable maximum was increased three different times between 1950

and 1965, and then again in 1966 to a level of $6600 per person. Each

time this maximum is increased it causes p to increase. Recent work by

Michael Resnick of the Social Security;Administration gives estimates of

the percent of cOVered:earnings taxable-undet'different taxable maximums

for the years 19501964.
3

We will.use thissource to estimate how Much.

Michael Resnick, gAi*ual Earnings and'Texable'RaXimum:Under
OASDRI," Social. Security Bulletia,-XXIXOSOvember;:1966),
'.Reinickli'dati:tOVers all-earnings ; silf.4mployed.earningsaawell'as
wages and salaries. Since theibulkofcoyered'earnings are wages.and
salaries, about 90 percent'of the total in 1965, his calculations sholi
'Primarily the percent of wages and salaries taxable under the different
taxable maximums.
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taxable wages rise when the taxable maximum is raised.

Taxable wages also increase when covered wages increase. Because

there is an upper limit to taxable wages, however, taxable wages do not

rise as rapidly as covered wages. Furthermore, as covered wages

continue to rise by equal amounts, smaller and smaller fractions of

each successive increase are taxable as increasingly more of the increases

go to persons whose earnings are already above the taxable maximum.

Figure II-1 depicts the relationship between average taxable wages,

average covered wages, and the taxable maximum. When average covered

wages rise from (WC )0 to (C d )
1
average taxable wages also rise (from

6TX)0 to (Wirx)1). but by a smaller amount. Thus, pi in Figure II-1 is

smaller than 00. We can also see from Figure II-1 that as average

covered wages continue to increase by equal amounts the successive

increases in average taxable wages become smaller. We can approximate

Figure II-1. Average Wages and Average Taxable Wages.

W (Average Taxable Wage)

Taxableyages per Employee)

.(AVerage- COvered

Wages).
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this nonlinear response in the following way

OA .:=0AOA
(II-8)

AWTX A(TM WTX)-1 1-44/C

where

TM the taxable maximum.

The relationship represented in (II-8) is nonlinear and the response of,

average taxable wages to increases in average covered wages approaches

zero as average taxable wages approach the taxable maximum. X. in (II-8)

can be estimated from the Resnick article. For example with a $4800.
- - , , - -

taxable maximum we found the following relation over the 1956-1964

period.
4

:.... .. . ,

OA OA OA
AW = -.0125 + .370(4.8 - W ) AN_

TX :, 'TX , i
'' (.032)

R

a -=.-.0071v-
U'

This regression yielded a: very close .fit.. The standard error of the

estimated change in average taxable earnings was $7.40. ;;,

Knowing how taxable wages respond to changes in covered wages

and to changes in the taxable maXimum, we can explain year to year

changes in-P-by_using (II-7): All we need to know is how much average

covered wages rose and whether or not the, taxable 'maximum was Increased.

.

Using what we know about the deterMinanta,Ofalong.witha.and. '
. .

which are legislatively determined00.:tan.emploY (II-4) to link

employer and employee contributions for OODHirettly to wage and
.

". . . .

Our estimates of average taxable and average covered earnings
were obtained by dividing earrings by annual covered employment 'rather
than by the number of covered employees which is what appears in his
tables.
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salary payments.

Between 1950 and 1965 employer and employee contributions for

OASDHI grew very rapidly. Adding together columns 3, 4 /IA 5 of Table

II-1, we note that they increased from $2.6 billion in 1950 to $16.4

billion in 1965. We can employ (II-4) to specify four causes of such a

large increase in contributions: (i) 01- the contribution rate for

both workers and employers increased from 1-1/2 percent in 1950 to

3-5/8 percent in 1965; (ii) p - the ratio of taxable to covered wages

and salaries did not decrease greatly in this period despite a large

rise in average covered wages and salaries. This is because the tax-

able maximum was increased by $600 in 1951, 1955 and 1959. Thus,

although p declined, the decrease in the private, non-farm sector was

only from .797 to .742; (iii) 'y the ratio of covered to total wages

and salaries - increased by a small amount in the private sector during

the period rising from .903 in 1950 to .958 in 1965. In the government

sector of the economy, however coverage expanded markedly. No govern

ment employees were covered by OASDHI in 1950. By 1965 about 1/8 of

all OASDHI contributions were based on wages earned by State and local

government employees and armed forces personnel. Since employment by

State and local governments has been growing particularly rapidly,

contributions frotn'thia soUrce will.become intreaSingW1arge relatiVe

T

o total contributions: Thiscari be'-aeenclearly by:comparkig columns

and 4 in Table' W 1,Mgesarict salaries the base-Upon

, -

whichemOlOyeriaiid eMployee,contribiiiiiins:reit'rose rapidly infbOth.the:

private' and governmeft,aectdra,betweew1950 and 1965:.

Appendix B,Table:B=lahoWs.that private, non-firmHwages and salaries,:



grew from 121.62 billion to 286.45 billion during this 16 year period.

All icA.zr of ;the f6ctcra in. (II-4) were important determinants of the

large observed increase .in 'OASDHI: contributions by employers and' employ-

ees.

(c) Self-Employed Contributions for . OASDHI

Self-employed ;persons were first covered by OASDHI in 195.1.

Persons covered byOASDRI were permitted to make: the-ir contributions

in April of the year following the accrual of: their tax liability.

Consequently, self-emPloyed' contributions (column 11 of..Tablei L) were

first, made in '1952. The -observed contributions . for each year :are .based

on the previous year vit taxable net -income of, covered self-Employed

persons.

Except for the lag :.between accrual and actual payment, self-employed

contributions for. OASDHI are determined in the 'same manner_ as ,contri"-

but ions by employers and : employees. The exact relation ..i
0

A(II-10) SIse -= Cd`f3'y PY

= the contribution-rate for' self -etnployed :.persorts

f3' = the ratio of .taxable to total. net income-rof self-emplOyecU

persons. covered by .

= the ratio..net income,:covered4)yLOASDHI toi,:total.,net :income,

of se lf -!employe d 4er

, PY 22.net,:income.^:of selfTemploYed: ite.rsons5.(proprietor;'a:,income.),

The contribution -;.rate... (cz!:). ;and the .tratio - covered:? to ::total -:propr.ietor:"

income are ;:to-P

covered proprietor "8::;income',..,:(15'i)..deperida both laVianwhiCh

determines the size c-OVthe,-:-taxablemaxitinutt,,:and net,,income

22
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of the :self-employed'. 'Pt and Y for the non-farm .sector of the

economy are shown in ,Appendix.,g .f or the: years: 1950!4965.

In perio.ds When, the taxable maximum is 'held constant there is a

non-linear relation between :-taxable and .covered !proprietors' income

simiar to the one for wage and salary income depicted in .Figure. II-1.

Because the taxable maximum poses; an upper limit. to average taxable

net :income, the latter increases by .smaller and .smaller . amounts for

:equal 'successive increases: "ins the net income of .selfemployed persons..

For. : non - farm selfemployed persons the following relation was observed

.over- the :ears 1960.-1965:

C.049) PY-0PYc
CIE-41) Tk i4d8 TX1

:0132+ .202.

R ...

au= ..0349

pyTx average 'taxable net income ..cif non-farm self-employed

persons.:covered..by OASDHI

pyre =: average: ne.t income of non-farm self- employed persons

covered .--byOASDHI

The- ,slope- coeffic'ient In. CII'-'11-) is much -smaller than in (II-9), .202

'compared to .370.. 'This reasonable .since the income distribution of

5se1t,emPloyedTersons As less -equal - .'than that of -wage and salary workers.

iself-.employed persons ,.more of, the increments to income go

t.o..;peoPle%,alre.ady. 'earn'ing above, the: taxable maximum.

At :second-contrast tetween (11:.and (II-11.), is that there is much

more-unexplained: variation in the changes in taxable proprietors' income -

:.Thei:standard 'error. of e.Stimate is,..3 $34.90 In, this case -.compared to $7.40
2
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for the estimated changes in average taxable earnings. While there are

these two contrasts, the relationship, between taxable income and

covered income is basically the same for self-employed persons as'it is

for wage and salary workers.

(d). The Overall. Size of OASDHI.Trust Funds

Having examined. the different components of (II-2) it,is useful

to make one observation about the recent.overall-behavior of the. combined

OASDHI trust fund. .Although-both'contributions and transfer payments,

grew.rapidly between.1950.and 1965, the overall size of the combined

OASDHI trust fund did not change much after 1954 '(see column:of Table

II-1). It remained ata level of about $20 billion. This means that

benefit payments in any year are essentially being financed by contri-

butions made in the same year. It also means that when the size of

benefit payments was enlarged, as in 1955 and 1959, there was a matching

increase in contributions. Increasing both

alters the distribution of income in

contributiOns and transfers

the economy from those currently

at work to people who are for the most part out of the labor force.

Such a redistribution could have effects on the level and composition

of .aggregate demand if the spending patterns of those being taxed

differ froM those receiving transfer payments. We will later (Chapter

III section B-1) assess the size of these effects.

2. State Unem lo ment Insurance

The financial operations of the State Unemployment Insurance

trust fund are summarized as follows:
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U
TF

I
= the size of the State UI trust funds at the end of the year.

UI
SI

r
= employer contributions for State UI.

IY
UI

= interest income of the State UI trust fund.

UI
X = State UI transfer payments.

The size of the trust fund is determined both by inpayments (employer

contributions plus interest income) and outpayments (transfers to State

UI beneficiaries). The trust fund will grow in those years when inpay-

ments exceed outpayments. Comparing (II-12) with (II-2) reveals two

differences between the financial operations of State UI and OASDHI.

i) Contributions for State UI are made only by employers, not by

employers and employees.
5

ii) Administrative expenses of the State UI

system are not met by withdrawals from the trust fund. Insteadothey

are financed by a special tax, the Federal Unemployment Tax., Table

II-2 ,shows each of the elements in (II-12) for the years 1950-1965.

Federal Unemployment Tax payments are also included in the table to

give an idea of the size of administrative expenses of the State UI

system.6 From Table 11-2 we see that interest'Ancome was almost constant

during the 1950-1965:period. It remained at .2 billion for all years

3
Only three states, Alabama, Alaaka and New Jersey require

employee contributions.

..J10962,and 1963,-oweYer9.:Part.nf'Federa1:VnemPlnyment Tax
collections Were'used-tofinanCe ajOeci,al, State UI program (See

Chapter III, Section1B.3).-ColleconvfOr,these .Pw9r,are,then, are
much larger than administrative expenses. .



18

TABLE 11-2

STATE UNEMPLOYMENT INSURANCE TRUST FUND ACTIVITIES, 1950-1965
(All figures in billions of dollars)

1.
I

2. 4. 6.3.UI UI 5'Ul
FUTTF

UI Sr IY IC SIr
Trust

Fund Employer 'Federal
'End of Contri- Interest Transfer Unemploy-

, Year Year' butionel Income Payments' ment Tei__i......_
_

1

t
1950 7.0 1.2 .1 1.4 .2'

li 1951 7:8, 1.5 . .8 ..3
1952 8.3 1.4 .2 "1.0 .3

ti 1953 89' 1.3 .2' :1.0 .3
1954 =8.2 1.1 2 2.-0 .3
1955 8.3 1.2 .2 1.4 .3

,
. 1956 8.6, 1.5. .2 1.4. .3.

1957 8-7 1.5 -2. 1.7' .3
.I.

5
1958 7.0 1.5 2 3.5 .3
1959 -6.9 2..0. .'2 .2.3' .3
1960 6.6_ 2.3 .2 :2.7 .4

C

1961 3.-8 2.4- .2 3.4 .5.
1962 6.3 3.-0 .2 '2'.7 1. a
1963. 6.6- 3'..0` .2. -2.8 -78

1964 7.3 3.0 ..,24 :2.5
1965 8.4 . 3.1 .3 2.21 .6,

'Source.: U. S. Bureau of 'Employment .Security,, Handbook Of linemploymen't:
IneUrance.':F-inanciallThita 1946-1463., (Washington m -Govern-
meat S. aureau of
Employment Security,,TnemtiloYMent Insurance,Meyiev.
(March, i966),,,p. :t23.

2'Source.:; 'U. S. Department of .CoMmerce,'The .:National .Income. -and'.;Product-
Accounts of *he Unitext:Statca. "1929-1965 Statistical 'Tables,
22. cit.. Table
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except 1950 anc1.1965.. Consequently, year, to year changes in the State.

,trust fund come almost entirely from changes in transfer and' employer

contributions. From columns 3 and .5, of Table 11-2 we can see that both

of: these vary from year to year with benefits being the more variable

of the two. To understand year to year changes in the size of the trust.

.fund we need' to understand' why transfers and contributions change.

(a), State UI 'Transfer Payments

';',cansfer payments from the Stater UI system: depend on the average

size -of weekly, benefit checks and the aFerage number. of unemployed

workers receiving benefits. We can state this as follows:

(II-13) X
UI = 52 AWB. UB

where'

AWB - average weekly .State UI benefits

UB = .:theraverage- weekly slumber of ;beneficiaries..

The 52 converts. the flow .of benefits from a. weekly to an annual rate.

Average weekly :.benefits',' show,a, strong: tendency to increase from

one? year t o'-the,.next, ::(see'.Appendix...11;.. Table B4)... Although ,benefit

fOrmUlas ihzthe various states' are not :uniform; they-. are roughly. similar .

The siie':.of- an. unemployed..worker 'a' weekly; benef it depends; on his ,anerage

weeklyywages..:in '.some earlier.. period, or illitaisei! period- , terminated

shortly ~.prior hisseparation ,-from... work- In mose-states,:benefits I are

half ;they -!sizeol:;.-average',weeklr wages but subject to a:- minimum'

maximum limit ':Thee resulting; re lationsilip. between. base ',.period. weekly

:wages: and. the ;weekWbenefit-?:;ibe,.stiown.i.pigure''../r2;., ...lir the range-

tweenv, tifeminiinum:iand;,thetnaxiinum,..benefits.rise. by one .dollar for

increase,' itt.y.the7,-. base '`.:pe riod::',ayerage:: we ekly wages.
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Figure 11-2 Weekly State UI Benefits and Average Weekly Wages

Weekly
Benefit

Maximum
Benet it

Minimum
Benefit

2

0 Average
Weekly Wages

Year to year increases in average weekly benefits are explained

by two factors, increases in average weekly wages and upward revisions

in statutory minimum and maximum weekly benefits. ':A. result of upward

revisions in miniMum. and, more important, H in MaXiMuM, benefits has been

that 'average weekly benefits' remained' .nearly constant relative to

average weekly wages in the 4950,1965'; period. Between 1950 and 1965

the 'average weekly earnings of -:production workers in manufacturing rose

frOM"$8:32 Co $107:43 while average weekly :unemploYment.. benefits

iaCieaaed. froM-$'20; 76 'td:$3749:;: In relative terms benefits declined

slightly from 35 6 to 34 .6 '''percent of ':aVet age Weekly :.earnings. Although

weekly 'benefits been increasing about : rate ' as weekly..
wages, it is important to note that .-over the entire 1965 period

ceilings on maximum berie Me have had'. "the effect :';of: keeping' average
.

benefits considerably less than of ''average weekly wages.

The average : number of weekly =uneMplOynient. insurance beneficiaries
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1..

is considerably less than the number of unemployed persons in the

economy. For example, between 1956 and 1965 unemployment in the U.S.

economy averaged 3.771 million persons while the number of unemployment

insurance beneficiaries averaged 1.514 million or 40.1 percent oftotal

unemployment. There are several, reasons why, on the average, the

number of.State.UI beneficiaries is so small relative to total unemploy-

ment. i) Certain classes. of workers are not covered by State Unemploy-

ment Insurance. Among these are workers in agriculture, domestic

servants, unpaid family workers, employees of non-profit organizatiOns,

nearly all employees of State and local governments and self - employed.

Certain other workers such as railroad employees, Federal civilian.

employees, and veterans are covered by special arrangements. ii)

New entrants to the labor force who cannot find jobs are not eligible

to receive benefits. They must be employed for some minimum period to

acquire benefit rights. iii) Some workers in induatries covered by

State Unemployment Insurance are not eligible to receive benefits. This

can be because their firm is too small (in many states firms with fewer

than four employees or in 'operation .less than twenty weeks per year).

The unemployed worker may not.have worked long enough, in terms of the

number of weeks or some minimum level of total earnings, during the

appropriate referenCe periodprior to.his layoff to be eligible for

benefits. Also, workers who become unemployed for "non-economic"

reasons such .as being on strike or quitting are usually, disqualified

from receiving benefits, iv) Newly employed persons who file for

benefits must wait for a specified period before they can begin to

receive benefits,. This "waiting period" is frequently one week.
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v) Unemployed workers cannot draw benefits for more than some maximum

period of time (twenty-six weeks in most states). :After drawing

benefits for this maximum period a worker is said to:"exhaust" his

benefit rights even though he is still unemployed.

Although the number of beneficiaries of State Unemployment

InsUrance have recently. averaged about 40 percent of total unemployment,

the marginal response of beneficiaries to changes in uneMployment is

quite large. For the period 1955 -1966 the following re lat ionsh ip was -

found,

(II-14) AU .= .604 AU - .070A
2
CLF - .0024

(.046)- (.058)

where

2
R = .939

.

U '
= .114

U. unemployment

CLF = the civilian- labor force

This relationship: indiCates that on the average when unemployment rises

by ,one: million -persona,. the number of beneficiaries will increase by

about .6 million, The second explanatory factor in the question is

(.

the current. change less-the lagged change in the civilian labor force.

It is included to account of changes'in unemployMent due to

:entrance into the labor force of inexperiencedHworkera, When. the labor

fbrce 'is growing-rapidly, new entrants: who cannot find, jobs Will increase

the nutnber of unemployed but none of this group will be eligible for-

benefits, The coefficient on A
2
CLF is quite reasonable. implies

an' averagc:unemployment rate of. 11,674 (414 for new entrants to the
,694

unemployment rate.for teenagers who account forlabor: force'. Since tuc
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most of the growth in the labor force averaged 13.1 percent from 1955 to

1966, the coefficient on A
2
CLF seems to'be of the right order of mag-

nitude. The overall fit in (II-14) is quite close. The standard error

of estimate is .114 million beneficiaries.

(b) Employer Contributions for State UI

Employer contributions for State UI are described by the following

relation:

UI
(II-15) SI ctf3yttw

where

the average contribution rate for employers covered by State.

UI

the ratio of taxable to total (taxable ,plus nontaxable)

wages and salaries paid by covered employers

Y" = the ratio of the wages and salaries paid by covered employers

to total wages and salaries in the private, non-farm sector

of the economy

a", 13", and 'y"are shown in. Appendix B, Table B-3 for each of the years

from 1950 to 1965. Nearly all states use an experience rating system to

determine the contribution rate for employers. If small numbers of his

former employees' are :drawing- unemployment insurance benefits .the

employer's cumulative contributiOns will exceed ,cumulative benefits

paid, to such workers and his account balance in the State trust

fund, will troy. When this account, balance exceeds some specified

level, e.g.-, three percent: of annual wage and .salary payments in recent

years., the employer becomes- eligible to have Its contribution rate

reduced,. For the ,economy as a whcile a", the average, employer contribu-
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tion rate depends on the recent behavior of total unemployment.. When

unemployment falls, State UI beneficiaries decrease (see .(II-14)),

employer contributions will tend to exceed unemployment insurance

transfers, and the State UI trust fund will grow. Growth in the trust

fund means that many employers will become eligible for reduced .contri-

bution.rates. Conversely, when high unemployment causes the trust fund

to become smaller many employers will incur higher contribution rates.

Changes in the size of the State UI trust fund and. changes. in the

contribution rate are in fact closely related. For the years 1955-1965

the following. relationship was found.

(II-16) ACe' = .00041 - .00219ATFU - .00088ATFUI

(.00024) (.00025)

= .893

au = .00056

From (II-16) we can see that the contribution rate does not fully

adjust within one year to changes in the size of the State UI trust

fund. When the trust fund increases about 70 percent of the reduction

in the contribution rate occurs inthe next year and 30 percent In the

uecond year after that. The lag in the full adjustment of the contri-

bution rate reflects a lag between when new contribution rates are

determined .and when they are actually put into effect. In many states

the current year's contribution rate:depends onthe employer's balance

in the trust fund as of June 30 of the previous year. If substantial

transfer, payments reduce an employer's balance between July and December

of 1965 this would affect his tax rate for 1967, not 1966.

The dependence of the contribution rate Oh 'the size of the trust.
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fund has important implications for the role of unemployment insurance

as an automatic stabilizer. The increase in employer contributions

which occur after the onset of a recession must lead to some combination

of the following: lower profits higher prices and/or lower wages. The

actual incidence of this tax is an empirical question which has not been

determined with certainty.
7

In a period where substantial unemployment

persisted for more than one. year, the late 1950's and early 1960's,

for example, these secondary effects,wouid tend to reduce consumer and

business demani thus weakening the stabilizing taapct of unemployment

insurance transfer payments. We will estimate.later how important

these secondary effects actually. are (Chapter III, section. C -4).

p", the ratio of taxable t,o total covered wages, changes from year

to year as average taxable wages and average covered wages change. IL

decreased markedly between 1950 and 1965. In Appendix B Table B -3

the time series for shows a .decrease from .791. *1950 to.4559 in

1965. p" has.been- declining because most states stilljlse the. same

taxable maximum, $3000 per covered employee,. that was in effect tnall

states in 1950. Since average wages, rose from $3136 to $5720during

this period it is. easy to see'lahy.W1:woulddecreaSe sharply in the

absence of large increases in the taxable: maxiMumfor State. WI.:

Since It is.a ratio we can express percent changes in p" as

follows:

7-
John A, BrittatriTof"the Brookings Institution in-a.comparative

analysis of major industrial countries his found.evidence of complete
backward shifting, but his'results-:forthe United Statesare less
conclusive. His results are not yeepublished.

Jti
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TX TI
WI1 W
TX-1 C-1

UI
TX = average taxable wages and salaries of workers covered by

State UI

W
U I

= average wages and salaries of workers covered by State UI

"UI
Changes in p", then, depend upon changes in average taxable wages CW

TX
)

UI
and changes in average covered wages (WTI). The previous discussion of

changes in taxable and covered wages and salaries of workers covered

by OASDHI (see (II-7), (II-8), (II-9) and the discussion which follows

these expressions) holds equally well with respect to State UI. Average

covered vages under State UI rise with the long-term growth of produc-

tivity in. the economy but year to year changes depend upon fluctuations

in aggregate demand. The change exceeds the trend in recovery years

and falls short of the trend when the economy moves into a recession.

Changes in average taxable wages of persons under State UI

depend, in. a nonlinear way, on changes in average covered wages and

upon the taxable maximum. Although the taxable maximum is still $3000

in most states, by 1966 eighteen had taxable maximums which were higher,

ranging from $3300 to $7200. To follow the trend of the average taxable

maximum a weighted average of the taxable maximums of the states was

constructed. The weights used were each state's relative share of

total Personal IncLme for the U.S. This average taxable maximum CEO

UI
appears in Appendix B, Table B-3. The relationship between W W

UI
TX' C

and TM for the years 1954-1965 is shown in Figure 11-3. Notice in

recent years how close average taxable wages have approached the average

34





-

-
U
I
.
.

W
2
a
n
d
 
T
M

T
X

3
.
4

-

3
.
2

F
i
g
u
r
e
 
1
1
-
3

A
v
e
r
a
g
e
 
W
a
g
e
s
,
 
A
v
e
r
a
g
e
 
T
a
x
a
b
l
e
 
W
a
g
e
s
,
 
a
n
d
 
t
h
e
 
A
v
e
r
a
g
e
 
T
a
x
a
b
l
e

M
a
x
i
m
u
m
 
o
f
 
W
o
r
k
e
r
s
 
C
o
v
e
r
e
d
 
b
y
 
S
t
a
t
e
 
U
I
,
 
1
9
5
0
-
1
9
6
5

(
A
l
l
 
f
i
g
u
r
e
s
 
i
n
 
t
h
o
u
s
a
n
d
s
.
 
o
f
 
d
o
l
l
a
r
s
)

(
1
9
5
0
)

(
1
9
5
0
)

T
M
.
 
A
v
e
r
a
g
e
.
 
T
a
x
a
b
l
e

M
a
x
i
m
u
m

U
I

W
A

ve
ra

ge
T
a
x
a
b
l
e

T
I
C

W
a
g
e
s

S
o
u
r
c
e
:

A
p
p
e
n
d
i
x
 
B
-
3

(
1
9
6
5
)

(
1
9
6
5
)

-
U
I

W
C

5
.
0

5
.
5

6
.
0

.
5

A
v
e
r
a
g
e
 
W
a
g
e
s



29

tacratervar VIVSMAtrrene.VRIVI...1,15%

UI
explanatory factors and d TM explain about one-half or the variation

in the change in average taxable ways under State UI.

Y", the ratio of covered to total private non-farm wages and

salaries has been nearly constant in recent years. Since 1956 it has

been between .88 and .90 every year. (See Appendix B, Table B-3.)

Consequeatly, year to year relative changes in covered wages and

salaries and total wages and salaries have been very similar. Knowing

Y" and the factors that determine e and p" we can employ (II-15) to

link employer contributions for State UI directly to total private,

non-farm wages and salaries.

(c) The Overall Size of the State UI Trust Fund

We stated that changes in employer contributions and transfer

payments account for almost all of the changes in State UI trust fund.

From what we know about the determinants of the contribution rates for

covered employers (see 11-16) it is clear that transfer payments and

contributions in the long-run are highly dependent. We can summarize

this as follows: Increases (decreases) in the overall state of aggre-

gate demand cause decreases (increases) in unemployment, hence the

number of State UI beneficiaries and State UI transfer payments.

Decreases (increases) in transfer payments increase (decrease) the size

of the State UI trust, fund. In subsequent years employer contribution

rates are reduced (increased) which brings the State UI trust fund

back towards its original level. Because of the lags in the adjustment

of employer contribution rates, however, year to year changes in transfer

payments are larger then the changes in employer contributions. This

is shown clearly in Figure 11-4. Figure 11-4 also shows that in a
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twoor

period of sustained bighunemployment, transfer payments can exceed

employer contributions for a number of years, 1957 through 1961.

There follows, however, a period when contributions consistently

exceed transfers, 1962 through 1965, as the trust fund is gradually .

restored to its .previous level. In the long-run the level of the trust

fund. does not change greatly. Thus, Table .11 -2 shows that the 1950

level of the Stateln trust.fund of.$7.;0 billion is not greatly different

from the 1965 level of $8.5 billion.

.1. Summary:of the Social Insurance Sector of the U. S. Economy

Having-examined.the financial operations of OASDHI and State UI,

we consider this a sufficient analysis of the internal workings of the

social insurance sector of the economy, Although we could examine the

trust fund activities of other retirement,. disability and unemployment

insurance. systems, the basic behavior would. not-be greatly different.

The cumulative difference between inpayments, largely contributions,

and outpayments,. largely transfers to beneficiaries, determines the

size of the program's trust fund at any point in time. It is the

contributions and transfer payments Alowever, which are of economic

importance because they are linked to.aggregate.demand costs and

prices in the economy as a whole. And, these relationships are what

we will next examine.

One important point needs to be emphasized in discussing the

social insurance sector and that is the link between transfer payments

and contributions. W. have described-in some detail the.financial.opera-

time of two social insurance programs, With bothOASDHI.and State UI

me .have employed a basic equation that-shows explicitly the factors

39
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that cause the size of trust funds Lo change. In both cares this

basically has meant studying the determinants of transfer payments and

contributions. Since the overall size of the trust fund for these two

programs has been quite stable in recent years, Clis means that contri-

butions and transfer payments in the long-run are not independent.

Thus, an increase in transfer payments, from either OASDHI or State UI,

will tend to be matched by a rise in contributions, although not neces-

sarily in the same year. This means that when we try to measure the

impacts of social insurance on the level and stability of aggregate

demand in the U.S. economy we must recognize that when transfers

change, contributions will also be affected and that both will have

effects on demand, costs and prices.

B. The Relationship of Social Insurance to the Rest of the Economy

Contributions for social insurance and transfer payments have

effects on the level of disposable income, corporate profits, wages,

and prices. Consequently, when the provisions of social insurance

programs change, they induce changes in the overall level of aggregate

demand and employment in the economy. To make our subsequent estimates

of how much social insurance influences demand, however, it is important

to indicate clearly how social insurance contributions and transfer

payments fit into the overall workings of the economy.

1. Government Transfer Payments

Government transfer payments and GNP are related in two ways.

Most transfer peyments take place irrespective of the current level of

economic activity. Higher levels of transfers raise disposable income,

consumption and GNP. The line of causation"flows from transfer payments
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to GNP. For unemployment insurance trantfers, however, the relationship

is two way. When demand changes causing total production to change,

this changes employment and unemployment, hence the volume of State UI

transfers. Changes in the transfers, in turn, effect GNP when they are

spent. This two way link from GNP to transfers is important because

it tends to stabilize disposable income when the level of production

changes. It reduces the size of the multiplier making the economy

more stable.

The composition as well as the level of consumer demand is affected

by government transfer payments. The spending patterns of persons

receiving government transferd are different from those of other con-

sumers. Because they go aldost completely to persons with low levels

of disposable income, very small amounts of government transfers are

used to purchase new automobiles and other durable goods. Mostly they

are used to purchase basic necessities such as food, clothing and

shelter. Transfer payments, although small relative to disposable

income, have been increasing as a fraction of disposable incume.

Between 1951 and 1965 they rose from 5.1 to 7.9 percent of the total.

Because of the spending patterns of recipients, this growth in transfer

payments is changing, in a small way, the composition of consumer demand

away from autos and other luxuries towards nondurable goods and services.

2. Employee Contributions for Social Insurance

Employee contributions for social insurance also influence

aggregate demand through their effects on disposable income and con-

sumption expenditures. When contribution rates rise they reduce dis-

posable income, or- at least reduce its rate of growth. Although it is
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possible that.some persons. react to increases in contributions byreduc-

tions in savings leaving consumption expenditures unchanged it is

probably more common to reduce consumption as well as savings when

employee contributions are increased. If people, making contributions

exhibited the same spending patterns as people receiving transfers.,

increasing contributions would have exactly, the same effects on GNP

as on equal reduction in transfers.

3. Employer. Contributions for Social Insurance

There are two types of employers who make contributions for social

insurance, government sm&private employers. Contributions by govern-

ments have no effects elsewhere in the economy. When contributions rise

there are no effects on demand or :prices, merely increased flow into

trust funds which are also within the government sector. of the economy..

Since the increased contributions do not directly affect goyernment

demand for goods and services, it is necessary for taxes to be increased.

PrivatF, employer contributions, on the other hand, affect profits,

prices, wages, zndcverall demand.. This is a:rather complicated

phenomenon whiCh we will examine to cwo parts; (a) the talcidence of

private employer contributions which are t.lso known as payroIl,taxes,

and (b). the effects ofpayrolli:ax incidence on aggregate demand.

(a) The Incidence of Private EMployer.Contritutions. for. Social Insurance

A firm can respond to higher payroll:taxes in three ways. i) It

may do nothing, in whichease.itwilLexperience higher. coats.and:lower

profits. :The markup of price over unit variable costs would be Observed

to decline following :the increase in the .payroll taxes. A firm
,

mayraise.prices in response to higher, payroll- tax rates. This passes:

42
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the tAx fnrwarA the firm's buyers. In most cases, the buyer is

another firm. If that firm behaves similarly it would have two incen-

tives to raise prices, higher payroll taxes and higher costs of pur-

chased materials. iii) It is also possible that the firm will shift

the burden ofihigher payroll taxes back to its workers by restraining

the growth in wages and salaries by the amount that taxes increase.

These last two employer reactions are similar because some other eco-

nomic unit is actually made to bear the burden of the higher taxes.

Employers shift the tax forward when they raise prices and backward

when they reduce wages.

More crucial than the direction of tax shifting is whether or not

payroll taxes actually are shifted.. When the tax is not shifted profits

decline and there is a small reduction in disposable income due to

smaller dividend payments. When the tax is shifted real disposable

income is reduced by a larger amount. Forward shifting means higher

prices at the, current flow of production and disposable income while

backward shifting reduces the size of disposable income at the current

rate of production leaving prices unaffected. In either case, real

disposable income, disposable income divided' by the price deflator for

consumer goods, is reduced.

It is zonvenient to consider, forward and backward shifting together

since either leaveathe markup of price over unit variable costs

unchanged. If, on the other hand, the tax is not shiftedthis ratio

will decrease whenever the contribution rate for employers is increased.

From the preceding development we can see that inferences about the

incidence of payroll taxes might be made from a study of markups over
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some period when payroll tax rates changed. There were a number of

changes in the employer contribution rates for both State Unemployment

Insurance and OASDHI between 1952 and 1965. Data on material costs,

payroll and other labor costs, and value of shipments which.are.neces-

sary to calculate markups can be obtained for the manufacturing sector

of the economy for these same years. Although we do not have data on

payroll taxes paid by manufacturers, we do know supplements to wages

and salaries which is the sum of payroll taxes.plus other labor income.

Other labor income consists primarily of employer contributions to

private pension and welfare funds.

Manufacturing markups were quite stable betweer. 1952 and 1965.

Figure II-5 shows two series for the ratic of price to unit variable

costs for this 14-year period.
8

The only difference in the two markups

is that one leaves out supplements to wages as a part of unit variable

costs. Both markups show upward trends between 1952 and 1965 but the

trends are very small. The markup of price over wages plus material

costs (ni) increased from 1.300 to 1.333 while the markup of.price

over wages plus material costs plus suppleMents to wages (m2) rose from

1.280 to 1.302. Probably the main reason for the trend in the two

markups is that fixed costs (depreciation, indirect business taxes, and

salaries) grew more rapidly than variable costs during these years.

They rose' from 14.9 percent of-total costs in 1952 to 17.4 percent in

1965. To cover the growing importance Of fixed costs employers would

See Appendix C for the derivation of these markups.
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be expected to raise prices, thus increasing the ratio of price to unit

variable costs.

Besides a small upward trend, the markups in Figure 11-5 also show

a cyclical pattern. They decline in the recession years 1958 and 1961

and then increase at rates above their long-run trend in the recovery

years 1959 and 1962. This pattern, however, did not hold during the

1953-1955 period. In the boom year 1953 and recession year 1954, the

change in the markups were opposite from the changes in capacity utili-

zation. For the entire 1952-1965 period, nevertheless, changes in the

two markups correlated with changes in the Federal Reserve index of

manufacturing capacity utilization at a level of about .5.

Supplements to wages and salaries, although a small fraction of

total costs, grew quite rapidly in manufacturing from 1952 to 1965.

They increased from 1.9 to 3.1 percent of total costs over these years.

If manufacturers did not react to these cost increases by raising

prices or restraining the growth in wages, we would observe the markup

over wages plus material costs (m1) to be constant while the markup over

wages plus material costs plus supplements to wages (m2) would decline.

If, on the other hand, these higher costs were passed forward as price

Increases or backward as slower wage increases ml would rise while m2

would be constant.

The markups in Figure 11-5 may provide some support for the idea

that manufacturing employers between 1952 and 1965 did not themselves

absorb the higher costs due to the growth in supplements to wages and

salaries. As noted previously, m2 in fact increased. It did not decrease

which is what we would expect if employers actually absorbed these higher

46
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costs themselves. This evidence is at best, however, highly tentative.

Markups were rising slightly in these years from other causes. Only if

we could remove the effects of other factors from the trend in the.

markups in Figure 11-5 would we be able to make stronger statements

about the incidence of the higher costs caused by larger supplements to

wages and salaries. Even then, however, because supplements to wages

and salaries are so small relative to total costs we might not know

the incidence of these higher costs with much certainty.

(b) Payroll Tax Incidence and the Level of Demand

Regardless of the incidence of payroll taxes, higher tax rates

reduce aggregate demand. If higher taxes are passed forward or backward

this reduces real disposable income, hence consumer demand. If, on the

other hand, the higher taxes are actually paid by employers, corper ate

profits will be reduced. This, in tun+, will reduce after tax profits,

retained earnings and dividend payments. Lower dividends will result

in some reduction in consumer spending while lower retained earnings

will reduce investment expenditures. When payroll taxes are acttla117

borne by employers the immediate effects °a expenditures are much

smaller than the ultimate effects because there are substantial lags in

the adjustment of both dividend payments and investment expenditures to

changes in after-tax corporate profits.

A one billion dollar increase in payroll taxes that reduced corpor-

ate profits by the same amount would produce effects in the economy

which would occur over a long period. Given the current marginal tax

rates on corporate profits levied by. State and local governments as

well as the Federal government, about half of the lower profits would

4"'

4
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be absorbed by governments as reduced profits tax receipts. The other

half billion would be the amount by which after-tax profits are reduced.

Lower after-tax profits are distributed between dividende and retained

earnings with most of the reduction occurring in retained earnings.

Dividend, payments are quite stable in the face of changes in after-tax

corporate profits. 'or the years 1950-1966 the following relation held:

(II-19) ADIV = .134ACP
at

+ .064ACP + .460
(.015) (.016)

at
-1

-2
R = .87

where

DIV = dividend payments

CP
at

= corporate profits after tax

From (II-19) we would estimate that an increase of one billion dollars in

after-tax profits would raise dividends by 134 million this year and by

an extra 64 million next year When we recognize that dividends. are

taxable at an average marginal rate of about 20 to 25 percent and that

the MPC for annual changes in disposable income is about two-thirds, we

conclud' that the effects on demand which result from changed dividend

payouts are quite small.

The part of profits. that is not paid out as dividends remains with

corporations as retained earnings. Recent studies of investment behavior

indicate- that cash flow from current operations ,(retailed earnings plus

depreciation allowances) is an important determinate of new capital

appropriations and investment expenditures. Thus, higher payroll taxes,

if paid by employers, lead to reductions in investment. Theie investment

studies also show that there are long lags between changes in cash flow
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and changes in investment.
9

Although there is not general agreement of

the exact profile of the lag structure which links investment to cash

flow, there is reasonable agreement that it is lengthy. Using annual

data for the whole private sector of the economy, the following relation

was found which explains most of the annual variation in plant and

equipment expenditures:
10

(II20)

where

if :10 'ii-17(:10155/0 w (a-*- 6*) +i i

1.1101 w,p(CRE + CCA) .126

(.200)t=0

R = .94

PE = expenditures for plant and equipment (in billions of 1958

dollars)

- C*)= the difference between actual private output and capacity

output (in billions of 1958 dollars)

9
For example, Shirley Almon, "The Distributed Lag Between Capital

Appropriations and Expenditures," Econometrica. XXXIII (January, 1965),
pp. 178-196. She finds expenditures depend upon appropriations with a
lag of about eight quarters. If we add to this lag between changes in
cash flow and changes in appropriations, it seems reasonable to say that
changes in cash flow will have effects lasting over a three-year period.

The coefficients in this relationship are really not known with
muckcertainty, For example see.: .:W.11,Locke Anderson,."Business Fixed.
IMic!stment: A Marriage of Fact and Fancy," -Determinants of' Investment
Behavior. AConference:of. rhniversities NationalBureao,Committee,:
for Economic Research (New YOkk: NitiOnalBUreau of Economic Research,
1967).This;:article-cites:mae,y,of the most recent ampirical:studies_pi
business fixed investment'.

4
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CRE = corporate retained earnings (in billions of 1958 dollars)

CCA = corporate capital consumption allowances (in billions of

1958 dollars)

w
o
= .33

'

w
1
= .50, w

2
= .17.

The lag structure implied in (II-20) is that a billion dollar reduction

in retained earnings would reduce investment by .37.[ =.33 x 1.110]

billion in the current year and then by .56 and .19 billion in the next

two years respectively. Because of the lag preViously noted in the

dividend payout relation (II-19) the effects of a change in profits

after tax on investment would be felt over a period of four years.

That is, retained earnings rise when after-tax profits rise in year

zero and effects are thus felt on investment in years zero, one, and

two. In year one, however, retained earnings fall slightly as dividends

continue to rise towards their equilibrium level. This change in

retained earnings affects investment in years one, two and three. lama,

the entire period when investment is directly affected by changes in

after-tax profits includes years zero through three while dividends,

hence, consuplption, are directly affected In years zero and one.

_From:the:preceding development we can see that the, question of how

higher employer contributions for social. insurance (payroll taxes)

affect demand is not simple. We have traced the possible effects on

prices 'Wages, conSuMptiOn and investment: The behaVior of mandfactUring

markuPS suggest thai:eMOlOyer cOntribUtiOns are Shifted but we cannot'be

sure of this 'Thus, we Cannot'be certain whether the main-effects of

these contributions are on consumption or investment. We can be sure,

however, that when contribution rates, rise the effects are Spread
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across a lengthy period because of lags in price adjustments, dividend

payouts and investment expenditures.

4. Self-Employed Contributions for Social Insurance

Self-employed contributions for social insurance also pose a

problem of tax incidence. In this case, however, backward shifting is

the same as if the self-employed person actually pays the tax himself

since he is the employee. The alternative to no shifting, then, is

forward shifting. Thil actual incidence of the self-employed payroll tax

is not known. For convenience we will treat self-employed persons like

other employers and assume they shift the tax on to their customers.

5. Summary - Social Insurance and Demand

Social insurance affects aggregate demand in the economy in two

ways: transfer payments and employee contributions affect consumption

expenditures.

Employer contributions affect either consumption, or investment,

or both depending upon their incidence. From the examination of

manufacturing markups in. section B-3 of this chapter it seems reasonable

to say that employer contributions are shifted but the direction of

shifting, forward as higher prices or backwards as lower wages, Ls not

known. This, the impacts of transfer. PaYmems and contributions for

social insurance (by employers, employees, and the self-employed) are

primarily pn consump'tionexpenditures. In ChapterIIIwe will estimate

the size of these Jmpacts on demand



CHAPTER III

SOCIAL INSURANCE AND THE LEVEL AND STABILITY OF DEMAND

The purpose of this chapter is to examine empirically how social

insurance affects the level and stability of .aggregate demand in the

economy. To accomplish this, the chapter is organized into three mair

parts. In part A we explain the methodology for our analyses. Here

we describe the Michigan Econometric Model of the U. S. Economy and how

it is used to estimate effects of social insurance on aggregate demand.

We employ the model in part B to estimate how much changes in social

insurance programs affect the level of demand. Two examples were

chosen, the Temporary Extended Unemployment Compensation (TEUC) Act of -..

1961 and the 1965 Amendments to the Social Security Act. Part C is an

analysis of how social insurance, particularly unemployment insurance,

affects the built-in stability of demand in the economy. Here we

note the size of the impact multipliers in the econometric model and

how they change when social insurance laws are modified.

We find that: (1) TEUC added $1.10 billion to real output in

1961 and a total of $1.9 billion between 1961 and 1966; (2) The

OASDHI Amendments of 1965 raised aggregate deman0 by $2.7 billion in

that year. In 1966 however, the impact of the Amendments was to reduce

real GNP by $3.6 billion; (3) Social insurance adds, noticeably to the

built-in stability of the U. S. economy. Its presence reduces the

impact multiplier of government expenditures from 2.50 to 2.02;

fJ
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(4) Liberalizing coverage and the benefit features of State Unemploy-

ment Insurance would further reduce the impact multiplier of government

expenditures from 2.02 to 1.59; (5) The link between State UI transfer

payments and employer contributions reduces by about one-fourth the

effectiveness of State UI as an automatic stabilizer in the economy.

A. The Michigan Econometric Model of the U. S. Economy

Our analysis will be based upon the Michigar, Econometric Model of

the U. S. Economy. This is a short-run forecasting model compiled each

year at the University of Mntchigan by the Research Seminar in Quantita-

tive Economics under the direction slf Professor Daniel B. Suits.

Although one main use of the,model is to make GNP forecasts, It can also

be used to analyze the macroeconomic effects of changes in the structure

of the U. S. economy.
1

1, The Main Features of the Model

The model is a set of simultaneous equations each of which pre-

dicts an important economic variable such as auto purchases, GNP,

corporate profits or employment. The equations are organized into a

number of sectors, e.g. aggregate demand, employment and the labor force,

and income. Withir "each sector certain magnitudes are said to be

"exogenous." They determine the behavior of the economy but are not

in turn influenced by. other parts oUthe economy.. The labor force

. good example. APtPimivicsAby 1 alLthe number.ofT,eopLe .1.14-uLL-

ferent age groups in the population and the labor force participation

rates specific to each of.those groups. Since both the population and=a
IFOr a detailed descriPtiOn of an earlier version:Of this model

and its uses, see Daniel B. Suiii, "Forecasting and Analysis with an
Econometric Model," American Economic Review, LII(MarCb, 1962)

.

53
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the age - specific participation rates are treated. in the model as deter-

mined by non - economic factors, the labor force is exogenous. When the

labor force grows this .will affect. unemployment in the economy but

changes in unemployment will not in turn affect the growth of the labor

force.
2

The "endogenous" economic variables in the modsl differ from. the

exogenous variables being not only determinants of the .behavior of the.

economy but also determinates of the economy's performance. ., Consumer

demand is a good example.. It is one of the factors tLat determines the-size

of total GNP but it is also influenced by total GNP because as GNP

changes it alters the level of dispos'able:income, the major-determinant

of changes in consumer spending. Thus as with all endogenous variables.

consumer spending not only determines the economy's fluctuations but

also is determined by those same fluctuations.

The particular- version of the econometric model which. we will ume

is very similar to-the one employed to make the 1967 GNP forecast.

This appears in The Economic Outlook for 1967'.3 The version of. this

particular model which we will use differs from the' originalin.that:

(i) the automobile and other durable consumer demand equations have

been modified; (ii) thamoney sector, hasbeeneliminated, thus making:

housing expenditurescompletely-,exogemius; (iii) the'social insurance

sector-has'been expanded: to incorporats,allefitherelationships

2
Recent work by. DernbergsndStranTwoUlCstronglyAispute this-

cOntentiOn. See ThOmaSlIernberg-,"and Kenneth'Strand','"CYclibalIrariatiOn,

in Civilian Lei?or Force PartielOation,"'Review;nf*Econmicsan&Statiar
tics, XLVI (Nplie0iier0964)37391..-

7'Ann.Arbor AlUbhigaril
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described in Chapter Ii; (iv) the price sector and income sector were

also modified.. Because employer contributions for social insurance are

.closely related. to.hoth prices .and' corporate profits, we .need to discuss

these turthe.

The price sector of the econometric model consists of two equations

which describe the movements in the private non-farm GNP deflator and

the consumer expenditures deflator:4

(III-1) AP* = .7346ULC + ,4180ULC + .080ACU + .0049
;(.092) (.042)

where

R2 .87

a = .0032

.P*,=,the 'price deflatorfor private,, non-farm GNP.

ULC = unit labor -costs in the private, non-fart-6 sector. This is

employee tompensation (wages- and salaries plug other labor

income plus empluyer contributions for social -insurance)

divided :by-real GNP.

CU-=,4capacityAitiIization.

In .(III - -1) prices depend on unit labor 'rcosts and capacity utilization.

When unit labor -costs rise, however, the full, adjustment of prices is

spread' over a two-year period with about two-thirds occurring in the

same- year when ,costs rise, The :sum of, the two toefficients, 1.162, is

consistent. .with the idea, that em4loyers pass increases in- labor costs

orward-Eur price :increases. This means that in the long-run an

4A11 symbols used in this chapter appear In Appendix A along with
definitions.

...14.1
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increase in labor costs will not greatly alter.the distribution of

income in the economy between labor's share and profits.

Consumer prices in the model depend upon the private non-farm GNP

deflator and the farm GNP deflator. The relationship for 1955 through

1965 was:

(III-2) %AP

2
R

=

=

.620%AP*
(.097)

.87

+ .074UP
(.017)

f
+ .00387

where

P
c
= the consumer expenditures price deflator

P
f
= the farm GNP deflator

(III-2) indicates that the consumer expenditures deflator is affected

both by rises in' industrial prices and farm prices. The positive

intercept .reflects the secular rime in the prices of services purchased

by consumers. The coefficient.on%Ai of .620 is important to ui

because it implies:that when the private non -farm GNP deflator rises

only 62 percent of this increse gets translated into a rise' in con-

sumer prices. Thus if industrial prices rise..real disposable income is

reduced but.not by as much'atvit would.be. if this coefficient in

(III-2) were 1.0 rather than .620.;

'Corporate,profits.in:the:econometric model are determined by the

folloWing relationl..

(11173)- ''ACP = ',904A(NI. .849

(.055Y 11

2R = .97

a, = .88

rJ
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CP = corporate profits plus the inventory valuation adjustment.

nf
= private, non-farm national income.

W = private wages and salaries plus other labor income.

SIP = private employer contributions for social insurance.

(III-3) which was estimated for the years 1955-1965 shows that nearly

all of the variations in private non-labor national income is accounted

for by variations in corporate profits, In other words, there are not

very large year-to-year changes in proprietor's income, rent and interest.

On the margin corporate profits account for ninety percent of the

annual changes in the non-labor component of private, non-farm

national income. The high R
2
in (III-3) is evidence that this ninety-

percent split-off of corporate profits from non-labor national

income is quite stable from year to year.

Combining (III-1), (III-2), and (III-3) shows how employer contri-

butions for social insurance fit into the econometric model. When

contributions increase, this raises unit labor costs, hence prices.

Because of the lags implied by (III-1), however, prices do not make

their full adjustment until one year later. The increase in prices

increases private, non-farm GNP in current dollars hence national

income. The increase in contributions has two effects on corporate

profits which can be seen in (III-3). Increasing employer contributions

tends directly to, reduce corporate profits because it reduces non-labor

national income but this is offset by the increases in total national

income resulting from price increases. The net effect of higher

employer contributions, then, is not to reduce corporate profits
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because prices rise. The increase in prices gets translated into

higher prices for consumer goods and reduces real disposable income,

hence consumption. The model, in other words, treats employer contri-

butions for social insurance as a cost which results in higher prices

each time contributions are increased. The incidence of these contri-

butions in the model, then, is the same as we assumed in the previous

chapter (recall the discussion of Chapter II, section B-3). We treat

these taxes as borne by consumers not by businesses.

2. How the Model is Solved

The model is solved by a simple iterative procedure.
5

For :a

particular year the actual values of .all coefficients, exogenous

variables, and lagged endogenous variables are combined with some

preliminary estimate of the current endogenous variables. This estimate

can be the value of the endogenous variable in the previous year. Then

this information is inserted into each equation to yield an initial fore-

cast for the set of endogenous variables. The forecast values are then

used to replace the initial estimates of the current endogenous variables

thus turning out a second forecast. This technique of inserting the

forecast values back into the individual, equations is repeated until

two successive forecasts are so similar that they can be considered

identical. The criteria for determining when the solution has been

reached can be as precise as one would like.. In the results to-be

.5The author is deeply indebted 'to :Barry Bosworth, of the Research
Seminar in Quantitative .'Economics who wrote the computer program for
this solution procedure and who corrected many of the author's mistakes

while using. this .program.
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discussed in this chapter we considered the system to be solved when the

forecast of real GNP was less than $1 million different from the fore-

cast of the previous iteration.

This iterative solution procedure can be used to give long-run

as well as short-run estimates of the effects of structural changes in

the economy or changes in expenditures. Each year the initial value

of the endogenous variable used in the iteration procedure can be the

lagged value obtainable from the solution for the previous year.

Repeating this process for a number of consecutive years, one can

simulate the behavior of the economy over a long period of time. For

example, one could estimate the long-run as well as the impact effects

of a $1 billion increase in government expenditures.. In 1960 the

impact multiplier of such an increase on real GNP was $1.78 billion.

If the increase in expenditures was to be sustained over a long period

of time, the long-run effect on GNP would be larger. We estimate that

the effect by 1966 would be $3.06 bilious The difference in the size of

the one year and seven year multipliers is due to lags in the response

to changes in demand of such variables as prices and employment. The

procedure just discussed-enables us to incorporate these lags when We

estimate the effects of social insurance on demand.

We estimate these effects by changing the variables and coefficients

in the social insurance, equations in the econometric. model and then

comparing solutions before and, after the changes. For example,.if we

wanted to know.how much more stable the economy is because of State UI

transfer payments,. we would .first estimate-the multiplier, say the

government* expenditures multiplier, We then remove the State UI transfer

59 .
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payments equation from the model and re-estimate that multiplier. Com-

paring the two, we would have an estimate of the stabilizing influence

of these transfers. Parts B and C of this chapter will consist of

repeated applications of this technique.

B. Social Insurance and the Level of Aggregate Demand

In this section we examine how changes in transfers and contri-

butions offset the level of demand. To do this we.first estimate

the multipliers for transfer payments, employee contributions, employer

contributions, and self-employed contributions. Then we examine two

recent changes in social insurance programs applying these multipliers

to the observed changes in transfers and contributions to see how much

GNP was affected by these changes. The two selected were (1) the

changes in transfers and contributions in 1965 and 1966 as a result of

the 1965 OASDHI legislation; (2) the increases in transfers and

contributions associated with the Temporary Extended Unemployment

Compensation (TEUC) program of 1961-1962. For this second case,

because we have data for a number of years after enactment of the

program, we have estimated the long-run effect as well as its impact

on GNP in 1961 and 1962.

We find that: (a) The increase in OASDHI transfers of $1.4

billion in 1965 caused real GNP to increase by $2.7 billion in that

year. When transfers further increased by $1.7 billion in 1966, their

impact was to raise real GNP by $3.1 billion. (b) The increases in

OASDHI contributions rates and the taxable maximum which occurred on

January 1, 1966 reduced real GNP in 1966 $6.7 billion. Thus the net

effect of the amendments in 1965 was to raise real output by $2.7

60
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billion but in 1966 as contributions and transfers both increased, GNP

was reduced by $3.6 billion. (c) The TEUC transfers of 1961 raised

real GNP in that year by about $1.10 billion. (d) The long-run effect

of TEUC, however, was even more expansionary, accounting for a total

increase in real GNP of $1.9 billion between 1961 and 1966. The exis-

tence of higher employer taxes in both 1962 and 1963, however, reduced

the long-run expansionary effect of TEUC on real GNP by $.9 billion

from $2.8 billion to $1.9 billion.

1. The Social Insurance Multipliers

Changes in government transfer payments and contributions for

social insurance (by employers, employees, and the self-employed)

have measurable effects on the levels of GNP, employment and prices.

The multiplier effects of social insurance on these three are summarized

in Table III-1. For example, we estimate that the effect on 1965 real

GNP of a $1 billion increase in government transfer payments was 1.91

billion dollars measured in 1958 prices. This is shown in row 2 of the

table. This is the largest of the impact, or one year, multipliers for

the social insurance sector. To give some standard of comparison, the

multiplier for government purchases, shown in row 1 of Table III-1,

was 2.02. The transfer payments multiplier is nearly as large as the

government expenditures multiplier. Because the social insurance

multipliers are quite large, changes in social insurance programs can

have large effects on GNP and employment which we will presently examine.

Here, however, we will discuss how the social insurance multipliers

were estimated and compare them to each other. So that all the results

will be comparable, we will discuss the effect on real GNP measured at
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TABLE III-1

SOCIAL INSURANCE MULTIPLIERS ON GNP, EMPLOYMENT, AND PRICES

Effect on

a one billion dollar
increase in GNP Employment GNP Deflator

(in billions (in millions) (1958=100.0)

of 1958$)

1. Government expenditures 2.02 .14 .1

2. Government transfer
payments 1.91 .13 .1

3. Employee contri-
butions -1.58 -.11 -.2

4. Private employer
contributions -.83 -.06 .1

5. Private employer
contributions,
no shifting

6. Private employer
contributions,
immediate and
complete forward
shifting

-.70

-.90

-.05 -.1

-.07 .1

Source: These estimates were prepared by the author using the
University of Michigan Econometric Model of the U. S.
Economy.
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1958 prices, of a one billion dollar change in transfers and contri-

butions measured at 1965 prices.

Government transfer payments and employee contributions for social

insurance affect aggregate demand in the same way through their impact

on disposable income, hence consumer expenditures. We, therefore, would

expect that the impact multipliers for these two would be roughly equal

in size. The multiplier for a $1 billion increase in transfer payments

was 1.91 while for employee contributions it was -1.58. Compare rows

2 and 3 of Table III-1. The difference in the absolute size of the two

results from the type of spending patterns exhibited by those who

receive transfers. Whereas the MPC out of disposable income in the

model is .75 we have assumed that the MPC out of transfer payments is

.9 and divided equally between nondurable goode and services. No

durable goods are assumed to be purchased with transfer payments.

This is one way to approximate the spending patterns of transfer pay-

ment recipients who are mostly low-income persons. (See the discussion

in Section B-1 of Chapter II.)

A one billion dollar increase in private employer contributions

for social insurance would lower real 1965 GNP by .83 billion dollars.

Unlike the other changes in social insurance note that in this case

GNP and prices move in opposite directions. From line 4 of the table

we note that while real GNP drops .83 billion the GNP price deflator

rises by one-tenth of a percentage point. This implicitly assumes

employers raise prices when labor costs rise in the manner shown in

equation (III-2). It is also interesting to see how alternative

assumptions about employer reactions to increased contributions affect
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the size of the multiplier. Two are worth noting: (a) If employers

do not raise prices but rather suffer reduced profits, the impact

multiplier becomes -.70 and prices fall as shown in row 5 of the table.

Also in this case, more of the effect on output is felt on fixed

investment. It declines by an extra $.09 billion even though this

multiplier is smaller. (b) If employers made a full-price adjustment

immediately (row 6 of Table III-1), then the multiplier becomes -.9.

Thus, regardless of the incidence assumptions made, the size of the

multiplier is about the same.

The impact multiplier for self-employed contributions for social

insurance is also -.83 if self-employed persons behave like other

employers and raise prices when their contributions increase. If, on

the other hand, self-employed persons do actually bear the burden of the

higher contributions the multiplier is -1.58, the same as for employee

contributions.

From the preceding we conclude that the largest of the social

insurance multipliers is the one associated with government transfer

payments. In fact this multiplier of 1.91 is nearly as large as the

government expenditures multiplier of 2.02. The smallest social

insurance multipliers are associated with employer and self-employed

contributions, with an absolute size of .83, Occupying an intermediate

position is the employee contributions multiplier whose value is -1.58.

Because of the way we have estimated these multipliers, i.e., measuring

the effect of a one billion dollar change in 1965 on real output

measured in 1958 prices, the absolute size of these social insurance

multipliers will be different for different years. In particular
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they will be smaller for more recent years when the general price

level is higher. What will be the same for all years is the relative

sizes of the social insurance multipliers; the transfer payments

multiplier being largest and the employer and self-employed contribu-

tions multipliers being smallest. Because these multipliers are quite

large, large changes in social insurance programs are capable of produc-

ing large changes in GNP and employment. We will measure the effects of

two such changes in the next section of this chapter.

Before proceeding there is one last point to mention. In Chapter

II we noted that transfer payments have been growing as a fraction of

disposable income, and that people who receive transfer payments spend

in different patterns from others (Chapter II, section B-1). Con-

sequently, increasing transfer payments and contributions by equal

amounts will affect both the level and composition of demand. For

example, if transfer payments from OASDHI were raised by $1 billion in

1965 and employee and employer contributions each by $.5 billion, this

would raise total real GNP by $.7 billion. It would also alter the

composition of consumer demand. Demand for autos and for other durables

would fall by $.06 and $.04 billion respectively while demand for non-

durables and services would rise by $.29 and $.35 billion respectively.

Thus changes in OASDHI, or any other social insurance program, which do

not affect the size of OASDHI trust fund, can, nevertheless, affect

the level and composition of aggregate demand in the economy. This is

especially important in our economy where social insurance-transfers and

contributions have been growing relative to total disposable income..
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2. The 1965 Amendments to the Social Secwity Act

(a) The Important Provisions

In July 1965 President Johnson signed a bill which called for

major revisions of the social security system. The most important

provisions were:

(1) The monthly cash benefits of people already receiving OASDHI

transfers were increased by 7 percent.

(2) A new health insurance program for the aged was established.

This so-called Medicare program had two main parts. Part A

provided protection for the aged against hospital costs, to be

financed by contributions by employers, employees, and self

employed persons covered by OASDHI. Part B was a voluntary

plan whereby older persons could make monthly contributions,

initially $3 per month, to become insured against the costs of

physicians' services and related medical expenses. The Federal

government was to make matching payments from general revenues

to help finance these medical costs.

(3) The OASDHI taxable maximum was raised from $4800 to $6600.

(4) The OASDHI contribution rate was increased.

There were other provisions liberalizing eligibility for certain OASDHI

benefits (for children aged 18-21, disabled persons, and widows) and

extending coverage to medical doctors and to income received in the form

of tips.
6

These amendments did not all go into effect at the same time.

6
For a complete description of these amendments see Wilbur Cohen

and Robert Ball, "Social Security Amendments of 1965: Summary and Legis-

lative History," Social Security Bulletin, XXVII (September, 1965).
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The 7 percent increase in benefits was made retroactive to January 1,

1965. The OASDHI tax rate and taxable maximum were both increased on

January 1, 1956. The employer and employee contribution rate increased

from 3.625 percent to 4.2 percent while the rate for self-employed

persons rose from 5.4 percent to 6.15 percent. Older persons started

to receive Medicare benefits on July 1, 1966. Thus transfer payments

associated with the 1965 amendments increased in both 1965 and 1966

while contribution rates increased in 1966.

(b) The Effects of the 1965 Amendments

The only effects of these amendments on the economy in 1965 was

to increase OASDHI transfer payments by 1.4 billion dollars. We

estimate that the subsequent spending of these transfer payments

started a multiplier process which increased real GNP in that year by

$2.3 billion. This increased employment in 1965 by .24 million. This

estimate of the impact on real GNP and employment may be somewhat high

since the larger monthly benefit payments were first paid in September.

Transfer payments of that month were about $1 billion higher than in the

previous month as they included the retroactive increased payments for

the first eight months of 1965. In the last four months of the year,

recipients of these transfers may not have fully adjusted their spending

to the new higher level of transfers and also business production may

not have fully adjusted to the new higher level of sales caused by

the larger OASDHI transfers. For these two reasons, then, the

expansionary impact on real GNP may have been less than $2.7 billion.

The impact of these amendments in 1966 was to lower real GNP by

about $3.6 billion. This is the net effect resulting from increases

6"1
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in transfer payments as well as contributions. The increase in transfer

payments attributable to the 1965 Amendments was roughly $1.7 billion.

One billion of this 'ncrease was the amount of hospital insurance

benefits paid between July 1, when the program went into effect, and the

end of the year. The rest was mostly from increased eligibility for

retirement, disability and survivor benefits. This $1.7 billion

increase in transfers caused real GNP to increase by 13.1 billion in

1966. The increase in the contribution rate and the taxable maximum

in 1966 cause private employer contributions for OASDHI to increase by

about $2.6 billion. This lowered real GNP by $2.1 billion as employers

raised prices in response to these higher labor costs. Employee

contributions rose by $3.1 billion of which $.3 billion was voluntary

contributions for medical insurance under Medicare. This increase

caused real GNP to be lower by $4.6 billion in 1966. Because self-

employed persons did not have to pay their 1966 OASDHI contributions

until April, 1967, the higher contribution rate and taxable maximum

applicable to them did not have effects on GNP in 1966. Combining

together the effects on real GNP of transfer payments (413.1 billion),

private emplcyer contributions (;$2.1 billion), and employee contribu-

tions (-$4.6 billion) we estimate that the 1965 Social Security

Amendments reduced real GNP in 1966 by $3.6 billion. They reduced

employment in the same year by .30 million.

We used (III-1) to estimate the effect of increased employer

contributions on the price level in 1966. The $2.6 billion increase in

contributions was responsible for an increase in .5 percentage points

in the price index for private non-farm GNP. Since the observed
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increase in the index was 2.8 percentage points, we conclude that

increases in employer contributions for OASDHI were responsible for

about 18 percent of the observed increase in the GNP deflator for 1966.

3. Temporary Extended Unemployment Compensation of 1961-1962

(a) The TEUC Provisions

Early in 1961 when it was evident that the economy was in a

recession, President Kennedy proposed a bill to extend the duration of

State UI benefits. This bill, the Temporary Extended Unemployment

Compensation Act, or TEUC, was signed into effect in late March of that

year. Its main purpose was to provide additional eligibility to

persons who exhausted their benefit rights under State UI laws.

Extended benefits were to be the same size as regular weekly benefits

and in most states unemployed workers could receive the benefits for

up to thirteen weeks. Persons could file for TEUC benefits between

April 1, 1961, and April 1, 1962, and receive these benefits as late

as July 1, 1962. TEUC benefits were to be financed by increasing the

employer contribution rate for the Federal Unemployment Tax in 1962

and 1963. The rate was raised from .4 percent of taxable wages in

1961 to .8 percent in 1962 and 1963. Subsequently the 1963 rate was

reduced to .65 percent so that total contributions would not exceed

total benefit payments of the TEUC program.

(b) The Effects of TEUC

In 1961 and 1962, 2.78 million workers received TEUC benefits

totaling $.82 billion. About $.6 billion of the benefits were

disbursed in 1961 and $.2 billion in 1962. TEUC employer contributions

amounted to $.5 billion in 1962 and $.3 billion in 1963. Since the
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only TEUC provision in effect in 1961 was .the $.6 billion of transfer

payments, the program accelerated the recovery from the recession. The

transfer payments added about $1.1 billion to aggregate demand in 1961.

The net effect of TEUC in 1962 was about zero. The $.2 billion of

transfer payments added about $.4 billion to real GNP but the $.5

billion of employer contributions reduced real GNP by $.4 billion.

Since the only part of TEUC still in effect in 1963 was the higher

employer contributions, it tended to reduce real GNP in that year by

about $.2 billion. Over the three years, then, the impact effect of

TEUC on demand was positive in 1961; about zero in 1962; and slightly

negative in 1963.

We have also examined the long-run effects of TEUC as well as the

impacts of its specific provisions in 1961, 1962, and 1963. We did two

simulations for the years 1961 through 1966, including all TEUC

provisison for 1961-1963 the first time and then excluding them in the

second run. Comparing the two series of solutions enables us to

measure the effects of TEUC in all years from 1961 through 1966.

Because of lags present in the economy's behavior, the long-run effects

of TEUC will be different than the impact effects reported in the

previous paragraph. For example the TEUC transfers of 1961 had effects

on the economy in 1962 as well as in 1961. 'We found that TEUC raised

real GNP by $1.1 billion in 1961, by $.6 billion in 1962, lowered it by

$.1 billion in 1963 and by $.1 billion in 1964. In both 1965 and 1966

it raised real GNP by $.15 billion as the lagged effects of the transfer

payments were still being felt. Adding the effects from all years, we

estimate that the cumulative net impact of TEUC on real GNP between
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1961 and 1966 was to increase it by $1.9 billion.

This $1.9 billion cumulative net effect on real GNP might be

called a social insurance balanced budget multiplier effect. TEUC

contributions and transfer payments both amounted to just over $.8

billion. Thus the long-run TEUC balanced budget multiplier is 2.36.

The $.8 billion increase in transfer payments raised real GNP by $2.8

billion between 1961 and 1966 while the equal increase in employer

contributions reduced real GNP by $.9 billion between 1962 and 1966.

The timing of this multiplier effect is also interesting. In 1961

TEUC added $1.1 billion to real GNP and between 1962 and 1966 it

further added $.8 billion to real GNP as the lagged effects of the 1961

transfers along with the effects of the $.2 billion of 1962 transfers

more than exceeded the effects of contributions made in 1962 and 1963.

It is also interesting to consider what effect the timing of the

contribution provisions had on the size of the long-run effect of TEUC.

If the first contributions had been due earlier, say sometime in 1961,

the initial expansionary effect of TEUC would undoubtedly have been

less than $1.1 billion. Also the long-run expansionary-effect would

have been smaller. than $1.9 billion.

4. Summary

Three points need to be emphasized about the relationship of

social insurance to aggregate-demand in the economy. First, changes

in social insurance provisions have measurable, if modest, impacts on

the level of aggregate demand. This is true even if the changes

in question call for equal increases in transfer payments and contribu-

tions, because the multiplier associated with social insurance transfers

7'
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is larger than the multiplier for employee contributions and much

larger than the multiplier for employer and self-employed contributions.

Second, equal increases in transfer payments and contributions affect

not only the level but also the composition of aggregate demand. Equal

increases in both tends to shift consumer demand away from durable goods

towards nondurable goods and services. Third, because social insurance

does affect the level of demand, hence employment of resources in the

economy, effective stabilization policy needs to recognize that these

effects exist in order to better balance demand against the economy's

productive capacity. This last point merits some emphasis. Changes

in OASDHI of the kind in the 1965 Amendments had quite large effects on

demand in both 1965 ($2.7 billion) and in 1966 ($3.6 billion). As the

OASDHI system continues to grow it will have comparable and even larger

future effects on aggregate demand. These must be recognized. if

prices and demand are to be effectively stabilized in the economy.

C. Social Insurance and the Stability of Aggregate Demand

Social insurance, particularly unemployment insurance transfer

payments, adds considerable stability to aggregate demand in the economy.

We estimate, for instance, that the impact multiplier of government

expenditures on real GNP is reduced from 2.50 to 2.02 because of

social insurance. As a stabilizer of aggregate demand social insurance

is about seven-tenths as strong as the Federal personal income tax. The

stabilizing role of social insurance would be further enhanced if State

UI weekly benefits were raised, duration of benefits increased, or if

coverage was expanded to include workers now excluded. The stabilizing

effects of unemployment insurance would be further increased if the
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link between State UI transfers and the contribution rate for employers

were to be eliminated. These conclusions are the result of an investi-

gation which was divided into four main parts. We first discuss

automatic stabilizers and how they stabilize aggregate demand. We next

derive estimates of the stabilizing influences of social insurance and

compare these with another automatic stabilizer, the Federal personal

income tax. In the last two sections we discuss possible changes in

State UI benefits and financing. The effect of changing the size of

weekly benefits, the maximum duration of benefits, and the extent of

covered employment are all examined. Finally, we estimate how much

the link between State UI transfers and the employer contribution rate

affects the long-run performance of State UI as an automatic stabilizer.

1. Automatic Stabilizers

When the level of production changes, this generates income and

leads to increases in spending by those receiving the added income.

We can define the coefficient of respending for an economy, call it r,

as the response of these induced expenditures to changes in production.

(III-4)
the change in induced expenditures

r
the change in GNP

When induced expenditures rise, this causes further increase in produc-

tion. The eventual result of this process is a multiple increase in

production for any initial change. r is central to this multiplier

process. When it changes, it affects the size of the economy's

multiplier.

Because the size of r is important in determining the size of the

multiplier, we need to examine it in more detail. For simplicity we

will discuss an economy with no exports or imports. When production
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increases, income is generated which is distributed between households,

businesses and governments. Each of these three tends to respend some

parts of the extra income but the respending coefficients are not all

the same. On a year-to-year basis, respending by households is the

highest while respending by governments is the lowest, probably close

to zero. Business respending occupies an intermediate position. The

size of r, then, depends on two things: the income distribution

coefficients and the respending coefficients. We can state this as:

(III-5)

where

r = h rh + b rb + g rg

h = the response- of disposable income to changes in GNP.

r
h
= the response of consumption to changes in disposable income

(the MPC).

b = the response of business cash floW (depreciation allowances

plus after-tax corporate profits) to changes in GNP.

r
b
= the response of business fixed investment to changes. in

cash flow.

g r: the response of government tax receipts 'net of transfer

payments) to changes in GNP.

rg = the response of government expenditures to changes in tax

receipts.

h, b, and g are related such. that. aII newly generated' income must be

distributed between households, businesses, and government. Thus, h.

plus b plus g is equal to 1., r .r
b''

, and. r.g reflect the spending

behavior of the economy's three matn ,sectors and we accept these three

as given. h, b, and g, on the other hand, will change when tax rates
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are altered, State UT transfer payments are changed, or when business

dividend wage, and employment policies change. Since rh is bigger than

rb and rg and since rb is larger than r8, structural changes that reduce

h and b but increase g will lower the respending ratio, hence reducing

the multiplier.

Automatic stabilizers reduce the size of r. An example is the

Federal personal income tax.. Because of it, h is smaller and g is

larger than they otherwise would be. In a similar way, the Federal

corporate profits tax reduces b while raising g. Both taxes redistribute

income towards the sector with the lowest coefficient of respending,

thus reducing r and:the multiplier. Social insurance is also an

automatic stabilizer. The presence of employer contributions slightly

reduces b, while State UI transfers, employee contributions and self-

employed contributions all reduce h and raise g. We can use the

econometric model to estimate the extent of these stabilizing influences.

2. Social Insurance as an Automatic Stabilizer

Social insurance adds considerable stability to the U. S. economy.

Removing all of the social insurance equations from the econometric

model for the year 1965 caused the government expenditures multiplier

to increase .from 2.02 to 2.50. This effect on the multiplier is

primarily because social insurance reduces the responsiveness of dis-

posable income to changes in GNP. Social insurance reduces h in two

,different ways: First, unemployment compensation offsets, for most

workers, part of the loss in income from being laid off. Secondly, when

:wages and salaries and proprietors' incomes increase, part of the

increase is taxed away in the form of employee and self-employed contri-
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butions for social insurance. Social insurance also slightly reduces

b, the response of corporate cash flow to changes in GNP. Since most

of employer contributions seem to be passed forward as higher pricey

(see the discussion concerning equation (III-1) in section A), they

only reduce b by a very small amount. Thus if these influences of

social insurance on h and b were not preseht, the impact multiplier in

the economy would be 2.50 rather than 2.02.

Most of the stabilizing influence of social insurance is

attributable to State UI transfer payments. When its equation was

removed from the econometric model, the multiplier rose from 2.02 to

2.38. When the contributions equations were removed, the multiplier

only rose from 2.02 to 2.09. In relative terms contributions, by

employers, employees and the self-employed, are about twenty percent

(2.09-2.02 .07
'2.38-2.02

.36) as strong as State UI transfers as an automatic

stabilizer. Since contributions rates for OASDHI have been growing

and will continue to grow, however, the importance of contributions as

an automatic stabilizer is going to increase.

To help gain more perspective on the role of social insurance

as an automatic stabilizer, it is instructive to compare it with the

Federal personal income tax. In 1965, the income tax equation in the

model had marginal tax rates of .18 on the taxable parts of personal

income. When this equation was suppressed the impact multiplier increased

from 2.02 to 2.69. Since the increase when social insurance was suppressed

was 2.02 to 2.50, we conclude that social insurance is about seven-

tenths as strong as the Federal personal tax income tax as an

automatic stabilizer. Removing social insurance causes the multiplier

to increase by .48 while removing the income tax raises it by .67.
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3. The Stabilizing Impacts of Proposed Changes in State UI

Many proposals have been advanced to change the benefit features

of the State UI system.
7

Three are: (i) to increase the size of

average weekly benefits (to one-half or two-thirds of average weekly

wages); (ii) to lengthen the maximum duration of benefits (to thirty-

nine or fifty-two weeks); and (iii) to extend coverage to certain

workers not currently covered by State UI. If these proposals were to

be enacted into law, they would directly increase the economic security

of wage and salary workers through the increased size and duration of

weekly benefits. From our discussion of State UI as an automatic

stabilizer, we can see that economic security would also be increased

indirectly because the proposed changes would reduce the size of h, hence

the multiplier. It is this latter effect which we will examine.

We noted in Chapter II that average weekly benefits are considerably

less than one-half of average earnings because states have placed upper

limits on the size of average weekly benefits. Removing these ceilings

would cause weekly benefits to rise from their current size, roughly

one-third of average weekly earningr to one-half of average weekly

earnings. If this happened, the multiplier would decrease from 2.02

to 1.90. Raising benefits to two-thirds of weekly earnings would

further reduce it to 1.79.

Expanding the maximum duration of eligibility for benefits from

7
For a full discussion of these proposed changes and the arguments

for and against such changes, see William Haber and Merrill G. Murray,
Unemployment Insurance in the American Economy, (Homewood, Illinois:
Richard D. Irwin, Inc., 1966), particularly Chapters 10, 11, and 12.
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twenty-six to thirty-nine would also reduce the multiplier. To esti-

mate the size of this effect, we took the number of State UI exhaustees

for each year between 1953 and 1966 and extended the average duration

of their benefits from twenty-six weeks to an amount which averaged

thirty-four weeks. The duration varied from year to year depending

on economic conditions; it was longer in recession years and shorter

in boom years. We then used this series of extra manweeks of benefits

to construct a new series of the average number of State UI beneficiaries.

The relation between this new series and total unemployment was:

(III-6) AU
39

= .826AU .088A
2
CLF - .030

B
(.052) (.065)

where

R
2
= .96

a
U
= .13

U
39

B
= the average number of State UI beneficiaries when the

maximum duration of benefits is 39 weeks.

U = total unemployment,

CLF = the civilian labor force.

Comparing (III-6) with (II-14) of Chapter II, we can see that the

response of State UI beneficiaries to changes in unemployment rises

from .604 to .826, when duration is extended to thirty-nine weeks.

Replacing (II-14) by (III-6) in the econometric model caused the impact

multiplier of government expenditures to fall from 2.02 to 1.90. Thus

extending maximum duration from twenty-six to thirty-nine weeks would

have as large a stabilizing impact as increasing average weekly bene-

fits to one-half the size of average weekly earnings.

Increasing the coverage of State UI in the economy would also



71

increase stability. Following the argument of Haber and Murray,
8
we

feel it feasible to extend coverage to employees of small firms, non-

profit organizations, State and local government employees, agricultural

workers and domestic service workers. Extending coverage to agricultural

and domestic service workers, it should be noted, would present

administrative problems in obtaining wage records. Also, it would

mean broadening the scope of State UI coverage to include people who

normally do not work at full-time, all-year jobs. The high incidence

of unemployment among agricultural workers and domestic workers makes

it necessary to at least consider such an extension. Extending coverage

would cause the number of State UI beneficiaries to change by larger

amounts than at present for a given change in unemployment.

To approximate this increased responsiveness, we first compared

changes in covered wage and salary employment with changes in total

wage and salary employment. For 1958 to 1965 the observed relation was:

(III-7) AE = 1.116AEUI - .054
w (.050)

where

/
R = .99

a
U
= .14

E
w

= total wage and salary employment, Bureau of Labor Statistics

establishment series.

E
UI

= employment covered by State UI.

We then multiplied the slope coefficient for changes in unemployment

(equation (II-14) of Chapter II) of .604 times the slope coefficient in

8
p. 171.
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(III-7), 1.116. The product of these two, .674, was then used as an

estimate of how much more responsive State UI beneficiaries would be

to changes in total unemployment if coverage were increased. Using

this coefficient in the econometric model reduced the multiplier from

2.02 to 1.98. Thus of the three proposed changes in State UI, extending

coverage would have the smallest stabilizing impact on the economy.

Large additions to economic stability would be realized if all of

the proposed changes in State UI were enacted. Increasing benefits to

half of weekly earnings, extending duration to thirty-nine weeks and

increasing coverage would cause the multiplier to decrease from 2.02

to 1.74. If benefits were made two-thirds of weekly wages, this along

with the other changes would further !duce the multiplier to 1.59.

This reduction, 2.02 to 1.59, represents about twenty percent of the

original size of the multiplier. Thus, in addition to large direct

benefits to the economic security of workers, these changes in State

UI would also yield a large indirect benefit, a twenty-percent reduction

in the size of the impact multiplier in the economy.

4. The Stabilizing Impact of Employer Contributions for State UI

Having studied how State UI transfers adds stability to the

economy and how increases in coverage, size and duration of benefits

would further increase this stabilizing influence, it is next necessary

to examine how the method of financing these transfer payments affects

economic stability. Earlier (section A-2 of Chapter II), we examined

the link between State UI transfers and the employer contributions rate.

We noted that when transfers rise, this causes the employer contribution

rate to rise in the following two years. Because this response of the

811
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contribution rate raises unit costs and then prices, the effect of the

employer contribution rate is to reduce real disposable income,

partially offsetting the stabilizing impact of the transfer payments.

Although the response of the employer contribution rate tends

partly to offset the stabilizing influence of State UI transfers, the

size of this effect is quite small. We esttmated this effect by

comparing three long-run multipliers generated by the econometric model.

First, we increased real government expenditures in 1960 by $1 billion.

The long-run, seven-period, multiplier of this increase was 3.06.

That is, real GNP was $3.06 billion higher in 1966 as a result of this

sustained increase in real government expenditures starting in 1960.

Next, we suppressed the response of State UI transfers to changes in

unemployment and again calculated a seven-period multiplier. This was

4.00. Finally the multiplier when there was a response of transfers but

a fixed employer contribution rate was 2.72. We thus conclude that the

response of the employer contributions rate reduces by about one-fourth

3.06-2.72 .34
.27) the long-run effectiveness of State UI trans-

4.00-2.72 =L28

fers as an automatic stabilizer. The long-run multiplier of government

expenditures would be 2.72 rather than 3.06 if there were no response

of the contribution rate to changes in transfers.

This finding has one important implication. It means that the

current operation of the State UI system lends a strong stabilizing

influence to aggregate demand. Thus changes in the system that would

increase the response of transfer payments to changes in GNP such as

we examined in part C-3 of this Chapter would further increase this

stabilizing influence. This conclusion holds even though the proposed

81



changes would increase the year-to-year fluctuations in transfer

payments hence increasing the fluctuations in the employer contribution

rate for State UI.
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APPENDIX A-- GLOSSARY OF SYMBOLS

The symbols which appear in Chapters II and III are listed below

along with their definitions. They are in order of first appearance.

Chapter II

O
TF

A
= the size at the end of the year of all trust funds associated

with OASDHI. Before 1956 this is the old-age and survivors

insurance trust fund. For years since 1956 the disability

insurance trust fund is also included.

OA
SI
rp = private employer contributions for OASDHI.

SI
OA

= State and local government and Army contributions for OASDHI.
ro

SI
e

A
= employee contributions for OASDHI.

SI
se

A
= self-employed contributions for OASDHI.

X°
A

= total OASDHI transfer payments.

IY
OA

= interest-income of the OASDHI trust funds.

ZOA = administrative expenses of OASDHI

FI
OA

= financial interchange between OASDHI and the Railroad retirement.

account.

B
OA

= average monthly OASDHI benefits.

0
OA

= the number of monthly OASDHI beneficiaries.

TXw,OA
taxable wages under OASDHI.

O
W
c

A
= wages covered by OASDHI.

E
OA

= employment covered by OASDHI.

WOAOA TX
average taJable wages under OASDHI.WTX

E
OA
c

W
c

OA
OA
W
c

= average covered wages under OASDHI.
E
OA
c
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ra,,,vrte...... r

TM = maximum taxable earnings per employee under OASDHI.

a' = contribution rate for OASDHI for self-employed persons.

= ratio of the taxable net income to total net income of self-

employed persons covered by OASDHI.

Y' = ratio of net income covered by OASDHI to total net income of

self-employed persons.

PY = net income of self-employed persons.

PYTX = average taxable net income of self-employed persons covered by

OASDHI.

py
c
= average net income of self-employed persons covered by OASDHI.

TF
UI

= the size at the end of the year of State Unemployment Insurance

trust fund.

U
SI

r

I
= employer contributions for State Unemployment Insurance.

UI
= interest income of the State Unemployment Insurance trust fund.

X
UI

= Unemployment Insurance transfer payments.

AWB = average weekly State UI benefits.

U
B
= the average number of weekly State UI beneficiaries (in millions).

U = unemployment.

CLF = the civilian labor force

ce'= the average contribution rate for employers covered by State UI.

p" = the ratio of taxable to total wages and salaries paid by

employers covered by State UI.

Y ". the ratio of wages and salaries of employers covered by State

UI to total wages and salaries in the private non-farm sector of

the economy.

TX = average taxable wages and salaries of workers covered by State UI.
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W
c

= average wages and salaries of workers covered by State UI,

111.111=

TM = average maximum wages per employee taxable under State UI

m
1
= markup of price over wages plus material costs for all

manufacturing industries.

'In
2
= markup of price over wages plus material costs plus supplements

to wages for all manufacturing industries.

Div = corporate dividend payments, in billions of dollars.

CP
at

= corporate profits after taxes, in billions of dollars.

PE = expenditures for nonresidential fixed investment, in billions of

1958 dollars.

G* = non-imputed privately produced, non-farm output, in billions of

1958 dollars.

6* = non-imputed private, non-farm productive capacity, in billions

of 1958 dollars.

CRE = corporate retained earnings, in billions of 1958 dollars.

CCA = capital consumption allowances, in billions of 195E dollars.
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Chapter III

P* = the price deflator for, private, non-farm GNP.

ULC = unit labor costs in the private, non-farm sector. This, is

employee compensation (wages and salaries plus other labor

income plus employer contributions for social insurance) divided

by real. GNP.

CU = capacity utilization.

P
c
= the consumer expenditures price deflator.

P
f
= the farm GNP. deflator.

CP = corporate profits plus the inventory valuation adjustment.

NI
nf

= private, non-farm national income.

W = private, non-farm wages and salaries plus other labor income.

SIP = private employer contributions for _social insurance.

r = coefficient of respending = the change in induced expenditures

divided by the change in GNP.

h = the response of disposable income to changes in GNP.

r
h
= the response of consumption to changes in disposable income

(the MPC).

b = the response of business cash flow (depreciation allowances plus

after-tax corporate profits) to changes in GNP.

r
b
= the response of business fixed investment to changes in cash

flow.

g = the response of government':taxreceiptsjnet oftransfer:.payment0

to changes in GNP.

86;
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rg the response of government expenditures to changes in tax

receipts.

39
U
B

= the average number of State UI beneficiaries when the maximum

duration of benefits is thirty-nine weeks..

U = total unemployment.

CIN = the civilian labor force.

B = total wage and salary employment, Bureau of Labor Statistics

establishment series.

SUI = employment covered by State .UI.

;i7
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APPENDIX B

Data: Determinants of Contr4butions and Transfer Payments under

OASDHI and State UI.
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Definitions, Derivations, and Sources

(1) AMB°A - Average monthly benefits of all OASDHI beneficiaries.

Source: Averaw monthly benefits for each year was derived by

dividing total OASDHI transfer payments by the average monthly

number of OASDHI beneficiaries.

(2) 00A - Average monthly number of OASDHI beneficiaries (in millions).

Source: U. S. Social Security Administration, Social Security.

Bulletin, Annual Statistical Supplement, 1965 (Washiagton: U. S.

Government Printing Office, 1967), Table 7.

(3) a= Employer and employee contribution rate for OASDHI. Source:

Ibid., Table 19.

OA
TX

(4)
P =

OA
- Ratio of taxable wages and salaries to total wages and

salaries covered by OASDHI in the private, non-farm sector of the

U. S. economy.

OA

(5) Y = P - Ratio of wages and salaries covered by OASDHI to tocal

wages and salaries in the private, non-farm sector of the U. S.

economy.

OA
(6) W

TX
- Wages and salaries taxable under OASDHI in the private, non-

farm sector of the U. S. economy (in billions of dollars). Source:

(a) For 1950-1963, U. S. Social Security Administration, Quarterly

Summary of Employment. Earnings and Benefit Data, XXI (Washington:

U. S. Government Printing Office, September, 1965) Table 10;

(b) For 1964-1965, U. S. Social Security Administration, Social

Security Bulletin, XXIX (December, 1966) Table Q3.

92
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These sources give taxable wages and salaries for the non-farm

sector of the economy. Taxable wages and salaries of sLate and

local government employees and members of the armed forces were

removed from this figure to yield private, non-farm wages and

salaries taxable under OASDHI. Taxable wages and salaries of

state and local government employees and members of the armed

forces are estimated each year from contributions data given in:

U. S. Social Security Administration, Social Security Bulletin,

Annual Statistical Supplement, REL. cit., Table 35.

OA
(7) We - Wages and salaries covered by OASDHI in the private non-farm

sector of the U. S. economy (in billions of dollars). Source:

Same as for taxable wages and salaries. Covered wages of state

and local government employees were estimated by assuming p for

these persons was the same as for private wage and salary employees

and then dividing taxable wages by p. Covered wages of members of

the armed forces were estimated by assuming p .93 and then

dividing taxable wages by .93.

(8) W - Wages and salaries in the private non-farm sector of the

U. S. economy (in billions of dollars). Source: U. S. Department

of Commerce, The National Income and Product Accounts of the United

States, 1929-1965 Statistical Tables (Washington: U. S. Government

Printing Office, 1967), Table 6.2, line 87 less line 3.

(9) EOA - Wage and salary employees covered by OASDHI in the private,

non -farm sector of the U. S. economy (in millions of dollars).

Source: Averages based on the calendar week in the months of

March, June, September and December when Current Pnpan ti^r. Survey
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was taken. Except for 1950, all data was supplied to the author

by the Social Security Administration. 1950 employment was

estimated by the author.

OA
TX

(10) W
TX

=
E
OA - Average taxable wages of private, non-farm employees

covered by OASDHI (in thousands of dollars).

w
OA

(11) We = - Average wages of private, non-farm employees covered
E
c

by OASDHI (in thousands of dollars).

(12) TM = Maximum taxable earnings of a person covered by OASDHI

(in thousands of dollars). Source: U. S. Social Security

Administration, Social Security Bulletin, Annual Statistical

Supplement, 1965, 22. cit., Table 19.

(13) a' - Contribution rate for self-employed persons. Source: Ibid.

O
Py

A
TX

(14). p'
OA

- Ratio of taxable net income to total net income of
PY
e

non-farm self-employed persons.

Py
c

OA

(15) yt = Ratio of net income covered by OASDHI to total net

income of non-farm employed persons.

(16) PY
OA

- Taxable net.income: of non-farm self-employed persons under
TX

OASDHI (in billions. of dollars).. Source:. Ibid., Tables 23. and 24.

(17). PY
OA

- Net income of non-farm self-employed persons covered by

OASDHI (in billions of dollars). Source :' For 1951-1954 Ibid.,

Table 23 ;. For 1955-1965: covered net incomewas estimated. to be

62.427percent or total net income of non-farm. self-employed persona'.

94
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This percentage figure was estimated from the long-run ratio of

covered to total net income of self-employed persons.

(18) PY - Net income of non-farm self-employed persons (in billions of

dollars). Source: U. S. Department of Commerce, The National

Income and Product Accounts of the United Stat.es 1929-1965

Statistical Tables', 22. cit., Table 2.1, line 10.

(19) - Non-farm self-employed persons covered by OASDHI ( in

millions). Source: U. S. Social Security Administration, Social

Security Bulletin, Annual Statistical Supplement, 1965, oz cit.,

Tables 23 and 24.

BOAO
OA

El

TX
(20) py = - Average taxable net income of non-farm, s'lf-

c
X

employed persons covered by OASDHI (in thousands of dollars).

OA
PY

c--OA
(21) py = - Average net income of non-farm, self-employed

persons covered by OASDHI (in thousands of dollars).

(22) AWB - Average weekly benefits of State UI beneficiaries. Source:

for 1950-1953, U. S. Bureau of Employment Security, Handbook of

Unemployment Insurance Financial Data, 1946-1963 (Washington:

U. S. Government Printing Office, 1966), pp. 1-22; For 1954-1965,

U. S. Bureau of Employment Security, Unemployment Insurance

Review, III (March, 1966), p. 23.

(23) U
B

- State UI beneficiaries, annual average. Source: Same as for

AWB.

(24) Ce' - Average contribution rate for private employers, covered by

State UT. RellirrP: Bureau of Employment Security, Unemploy-

ment Insurance Review, III (July, 1966), p. 1.
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W
TX

(25) 1" = - - Ratio of taxable wages and salaries to total wages
UI

and salaries of private non-farm employers covered by State UI.

WUI

(26) ill= - Racio of wages and salaries covered by State UI to
W

total wages and salaries in the private, non-farm sector of the

economy.

WUI
Taxable private non-farm wages and salaries under State UI.TX

Source: For 1950-1962, U. S. Bureau of Employment Security,

Handbook of Unemployment Insurance Financial Data, 22. cit.,

pp. 1-50; For 1963-1964, U. S. Bureau of Employment Security,

Unemployment Insurance Review, III (March, 1966) p. 22. For

1965, estimated by author by dividing collections by the average

employer contribution rate.

UI
(28) We - Private, non-farm wages and salaries in industries covered

by State UI (in billions of dollars). Source: U. S. Bureau of

Employment Security, Employment and Wages (December, 1966),

Table 2B.

EUI
c

- Private, non-farm employment covered by State UI (in
I

millions). Source: Ibid.

WUIUI
(30) WTX

TX
Average taxable wages of persons covered by State UI

E
c

(in thousands of dollars).

W
UI

UeI
(31) W" = - Average wages of persons covered by State UI (in

E

thousands of dollars).
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(32) TM - Average maximum taxable wages of persons covered by State

UI (in thousands of dollars). This is a weighted average of the

taxable maximums for the different states. The weights are each

state's relative share of personal income for the year in questizn.

Source: For 1950-1963 the taxable maximums for the different

states in each year appear in U. S. Bureau of Employment Security,

Handbook of Unemployment Insurance Financial Data. 1946-1963,

ca. cit., pp. 1-130. For 1964 and 1965, they appear in: U. S.

Bureau of Employment Security, Unemployment Insurance Review, III

(November-December, 1966), p.2.



APPENDIX C

Data: Manufacturing Markups, 1952-1965.
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Definitions, Derivations, and Sources

These sales and cost data were used to compute the manufacturing

markups shown in Figure 11-5. The two markups appear in columns (8)

and (9) of Table C-1.

(1) Corporate sales in manufacturing. Source: U. S. Department of

Commerce, The National Income and Product Accounts of the United

States 1929-1965 Statistical Tables (Washington: U. S. Government

Printing Office, 1967), Table 6.19.

(2) Manufacturing GNP. Source: U. S. Department of Commerce, Survey,

of Current Business, XXXXVII, (April, 1967), p. 21.

(3) Cost of purchased materials and services in manufacturing. Source:

Corporate Sales less Manufacturing GNP (Column 1 less column 2).

(4) Manufacturing wages and salaries. Source: U. S. Department of

Commerce, The National Income and Product Accounts. og. cit.,

Table 6.2.,

(5) Manufacturing wages. Source: U. S. Department of Commerce, Annual

Survey of Manufacturers (Washington: U. S. Government Printing

Office, 1965), Table 2.

(6) Supplements to manufacturing wages and salaries. Source: U. S.

Department of Commerce, The National Income and Product Accounts. ...,

22. cit., Table 6.7.

(7) Supplements to wages in manufacturing. Source: Supplements to

wages and salaries in manufacturing times the ratio of wages to

wages plus salaries (column (6) times column (5) divided by column

(4)).
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(8) m
1

- Markup of price over wages plus materials costs. Source:

Corporate manufacturing sales divided by the sum of wages plus

material costs (column (1) divided by the sum of columns (3)

plus (5)).

m
2
- Markup of price over wages plus material costs plus supplement

to wages. Source: Corporate manufacturing sales divided by the

sum of wages plus material costs plus supplements to wages

(column (1) divided by the sum of columns (3) plus (5) plus (7)).

(9 )
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